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FORI. WORD 


l ])e Villiige ;ind Small ItKlustrics arc considered to be an impor¬ 
tant instrument tor promoting rapid industrial growth in as much as 
they provide very substantial employment opportunities, remove eco¬ 
nomic backwardness and bring about a reduction in regional dispa¬ 
rities. 

On the recommendation made by the All India Small Scale 
Industries Board at its meeting held in August, J9S2, the Government 
constituted a Committee to look into the wider policy issues and pro¬ 
blems of lending fo the village and small industries and to make ap¬ 
propriate recommendations. 


At its first meeting hold on .‘fOih .Sepiember, 1!)8,‘!, the Committee 
constituted three groups, one each under the Convenorship of Shri 
Harbhajan Singh, Chief Officer, ST & SB Banking Department, SBI, 
Bombay, Dr. S. A. Dave, Executive Director, IDBI, Bombay, and 
Shri D. N. Davar, Executive Director (now Chairman and Managing 
Director), IFCI, New Delhi. I am grateful to the Convenors and 
members of the three groups who undertook field visits and made an 
indepth study of the various problems faced by the village and small 
industries in respect of inadequacy of credit to this sector in the light 
of the terms of reference given to them and made valuable sugges¬ 
tions and recommendations for the consideration of the Committee. 

I place on record the cooperation and assistance received from 
the members and representatives of the Khadi and Village Industries 
Commission (KVIC), the Reserve Bank of,India (RBI), the Industrial 
Development Bank of India (IDBI), the Industrial Finance Corpora¬ 
tion of India (IFCI), the State Bank of India (SBI), the National 
Bank for Agriculture and Rural Development (NABARD). the Deve¬ 
lopment Commissioner (Small Scale Industries) and the Planning 
Commission during the course of discussions in the meetings as well 
as in the preparation of this report. The active role played by the 
associations of small scale industries and several knowledgeable per¬ 
sons and the assistance extended by the State Governments warrants 
much appreciation. 

I would further like to place on record the commendable work 
done by the Member Secretary, Shri P. P. Khanna, Additional 
Secretary and Development Commi.ssioner (Small Scale Industries) 

(i) 



and Shri R.P.S. Verma, Economic Adviser, Office of the DC(SST) in 
preparing the report and providing necessary secretariat support. 

I extend my thanks also to the IDBI for rendering assistance and 
providing facilities for organising the meetings of the Committee. 



(A. M. Khusro) 


Dated the 31st December 1984. 



PREFACE 


I lie village and siiiail induMries sector (()m|)iising khadi, vil¬ 
lage industries, handlooms, handicrafts, coir, sericulture, powerloonis, 
small scale industries, etc., has been estimated to provide employ* 
ment for 31.5 million people in 1984-85, next only to agriculture. 
During the Seventh Plan (1985-90) additional employment of 8.5 mil¬ 
lion persons both part time and full time, is expected to be generated. 
This sector also contributes about 50% value added in the manufac¬ 
turing sector. Viewed against their importance and performance 
there has not been commensurate credit flow to this seetor from the 
commercial and financial institutions. This has been a subject of 
discussion in various forums and the 36th meeting of the All India 
Small Scale Industries Board made a specific recommendation that 
a committee may be constituted to look into the wider policy issues 
and problems of lending to the village and small scale industries and 
to make appropriate recommendations. Accordingly, in August 
1983, the Planning Commission constituted the committee under the 
chairmanship of Prof. A.M. Khusro, the then Member of the Plann¬ 
ing Commission. 

The streamlining of the procedures for lending, the coordination 
of efforts by lending institutions, the policies for augmentation of 
credit flow to this sector of industries, the examination of terms and 
conditions under which credit is being extended and special initia¬ 
tives that are needed to promote this sector, the weaning away of this 
sector from middlemen financiers and the commercialisation of acti¬ 
vities as a viable proposition had been the guiding faetors in the deli¬ 
berations of the committee. 

The committee had made a special mention of the need for re¬ 
orienting the attitude of bank personnel as well as the promotional 
agencies through intensive training programme with appropriate be¬ 
havioural inputs. It has akso suggested weightage for the initiative 
taken by bank personnel for extending coverage to the village and 
small industries sector in adjudging fheir performance. Building an 
element of incentive in the Transfer Price Mechanism to motivate 
Branch Manager to give special attention to this sector has also been 
mentioned in the report. 

The report of the committee was examined by various depart¬ 
ments and ministries and considered at a meeting held in the Plann¬ 
ing Commission. Following the recommendations of the committee, 
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;i Sm.ill Tudiistries Developmenf Fund (STOP) was established in 
May, 1986 by the IDBI as a separate division with an Exeeiitivc l)i- 
reetor and with a adequate linaneial support. This division was to 
be the focal point for augmenting credit to the small scale industries. 
Several new initiatives have also been taken by IDBI/NABARD, for 
example (i) liberalisation of credit under the composite loan progra¬ 
mme, (ii) expansion of limits for working capital for handlooms, etc. 
(iii) margin money assistance at 1 % interest for seed capital, (iv) 
special liberalised schemes for modernisation, rehabilitation, woman 
entrepreneurs, quality improvement, pollution control, etc. 

Considerable input for the deliberations of the committee was 
given by the Village & Small Industries Division of the Planning 
Commission. Special mention may be made of Senior Research 
Officers—Shri D. N. Desai and Smt. Ganga Murthy, who inter alia 
took up the responsibility of drafting few chapters of the report. 

The Planning Commission had taken a decision that all efforts 
may be made to release for public information, awareness and edu¬ 
cation, various reports, papers and other documents prepared from 
lime to time and as a sequel to this decision, this report is being 
published for public information. I hope the report of the committee 
would be useful for ail those interested in the development of the 
dispersed sector of the industries, researchers, academicians, etc. 


(K. V. S. Murthi) 
Consultant 

I’lanning Coni mission 

New Delhi 

the 24th July, 1987. 
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CHAPTER I 


INTRODUCTION 


Constitution of the Conumittee 

LI There have been frequent, representations from 
the village and small scale industries that the policies 
and procedures for providing financial assistance to 
this sector need streamlining in order to make avail¬ 
able adequate and timely flow of credit. This matter 
has been discussed in various meetings of the All 
India Small Scale Industries Board and its Standing 
Committees. In the 36th Meeting of the Board 
held in August 1982 a specific recommendation was 
made that a Committee be constituted to look into 
the wider policy issues and problems of lending to 
the village and small scale industries and to make 
appropriate recommendations. 

1.2 The need for constituting such a Committee was 
further emphasised after the introduction of New 
20-Point Programme in which village and small scale 
industries have been accorded high priority. Accord¬ 
ingly, in August. 19 83. the Planning Commission con¬ 
stituted a Committee under the Chairmanship of Pro¬ 
fessor A.M. Khusro, Member, Planning Commission, 
with the Development Commissioner, Small Scale 
Industries, as its Member Secretary. 

Composition of the Comniittee 

1.3 The Committee consisted of the following; ~ 

1. Professor A.M. Khusro, 

Member, Planning Commission, 

New Delhi. 

2. Dr. M.R. Kotdawala, 

(replaced by Shri R.P. Satpute) 

Chief Officer, 

Rural Planning & Credit Department, 

Reserve Bank of India, 

Bombay. 

3. Dr. S.A. Dave, 

Executive Director. 

Industrial Development Bank of India, 

Bombay. 

4. Shri A. Sathyamoortiry, 

General Manager, 

National Bank for Agriculture and 
Rural Development, 

Bombay. 

5. Shri K.K. Saksena, 

General Manager, 

Deposit Insurance & Credit Guarantee 
Corporation, 

Bombay. 

6. Shri D.N. Davar, 

Executive Director, 

(Now Chairman), 

Industrial Finance Corpo'-ation of India, 

New Delhi. 


Chairman 


Member 


Do. 


Do. 


Do. 


Do, 


7. Shri Harbhajan Singh, 

Chief Officer, 

SI & SB Banking Department, 
State Bank of India, 

Bombay. 


D). 


8. Shri Ashok Chandra, Mcinhci 

(replaced by Shri A.K. Agarwal), 

joint Secretary, 

Ministry of Finance, 

Deptt. of Economic Affairs, 

(Banking Division), 

New Delhi. 

9. Shri S.B. Jain, Do. 

Additional Secretary, 

(replaced by Shri G. Vcnkataramanan, 

Joint Secretary), 

Ministry of Industry, ' 

Department of Industrial Development, 

New Delhi. 

10. The Secretary, |)i' 

Ministry of Commerce, 

Department of Commerce, 

New Delhi. 

11. Shri D. Mehta, I )i > 

Joint Secretary (F), 

Ministry of Rural Development, 

New Delhi. 

12. Shri K.V.S. Murthi, D.. 

Adviser (VS1), 

Planning Commission. 

New Delhi. 

13. Dr, V.G. Bhatia, I >n 

Adviser (MP&D), 

Planning Commission, 

New Delhi. 

!4. Shri A.P.V. Krishnan, l).> 

128, Sarvodaya Enclave, 

New Delhi-110016. 

1.5. Shri V.K. Dar, Memhci 

(replaced by Sh. P.P. Khaiina Secrci n 

on taking over), 

Additional Secretary and DC (SSI), 

New Delhi. 

1.4 Later on. two more nrembers and three 
invitees were added 1o the Committee. The n. 
these members/pennanent invitees are given bet 

1. Shri D, Bandyopadhyay, Mcnil' 

Adviser (RD & Coop.). 

Planning Commission, 

New Delhi. 

2. Shri F.J. Vaz, D > 

Chairman, 

Council of Small Industries 
Corporations in India, 

New Delhi. 

3 . Shri A.M. Thomas, Pcmi. i 

Chairman, Invu, 

Khadi & Village Industries Commission, 

Bombay. 

4. Shri S.K. Misra, i > 

Development Commissioner (Handlooms), 

New Delhi. 

5. Shri Shiromani Sharma, 

Development Commissioner (Handicrafts), I > 

New Delhi. 
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Terms of Referenec 

1.5 The Terms of Reference of the Committee were 
as follows;— 

(1) To review the operation of the various kinds 
of credit facilities presently available to the 
different sectors/groups of the Village & Small 
Industries including the tiny and service sectors, 
and the impact of the present policies in, chan¬ 
neling an increasing proportion of institutional 
finance to meet the needs of the Village and 
Small Industries Sector: 

(2) To examine the adequacy of the policies and 
procedures and the institutional arrangements 
that exist for easy flow of term-loans to the 
Village and Small Industries; 

G) To explore the possibilities of streamlining the 
policies and procedures with a view to intro¬ 
ducing a measure of uniformity in the terms 
and conditions of financing; 

(4) To define the role of various organisations such 
as RBT, NABARD, State I'inancial Corpora¬ 
tions, Commercial Banks, Deposit Insurance 
and Credit Guarantee Corporation, and to sug¬ 
gest measures for their efl'cetive coordination; 

(5) To suggest suitable delegation of authority and 
guidelines for implementaton of procedures 
and policies and to recommend appropriate 
mdnitoring mechanism for identifying and re¬ 
moval of the impediments to credit flow: 

(6) To recommend policy measures to overcome 
the existing handicaps and additional facilities 
that, might be required to meet the objectives 
of the plan: 

(7) To identify action that should be taken by 
small scale industry units/.Small Industries Ser¬ 
vice Institutes, State Directorates of Industries, 
DICs, etc. to facilitate the flow of institutional 
finance; 


{‘A) 'To analyse liic nceil Im eslablishmcm, of a 
National Equity Fund and to recommend a 
suitable organisation, Us constitution, guiding 
principles, financing, etc.; 

(9) To deal with any other related prcBlcms in 
extending credit to the Village and Small In¬ 
dustries, and also to recommend appropriate 
remedial measures; and 

(10) To examine the need for having an Apex Finan¬ 
cial Institution to cater to the needs of the 
Village and Small Scale Industries Sector. 

Approach and IVlefhodology 

1.6 At its first meeting held on 30th September, 1983, 
the Committee constituted three groups. They were 
asked to make an in-depth study of each term of re¬ 
ference allotted to them and make specific recom¬ 
mendations for the consideration of the Committee. 
The composition of the three groups and their terms 
of reference are given in Annexurc-1. 

1.7 Apart from soliciting information from the iden¬ 
tified agencies/institutions through a questionnaire, 
the groups went around various centres of concentra¬ 
tion of village and small industries in the country and 
held discussions with all concerned like bankers, in¬ 
dustrialists and their associations and developmental 
field agencies. In order to draw upon the experience 
and expertise of the State Governments, a letter was 
addressed by the Chairman to the Ministers of Indus¬ 
tries of State Governments requesting them to make 
available information/data on certain aspects having 
a bearing on the terms of reference of the Committee 
(Annexure-ll). 

1.8 The reports of the groups were considered by 
the Committee at its meetings held on 21st February, 
20th March, and 16th July, 1984 and thereafter a 
draft report' was prepared and discussed by the Com¬ 
mittee at its meetings held on 17th August, 11th Sep¬ 
tember, 9th October, 13th November and 14th Decem¬ 
ber, 1984, 



CHAPIER 11 


SUiMMARY OF CONCLUSIONS AND KECOM MENDATIONS 


For couveniciice of analysis and understanding 
in this Report the Committee deals generally with the 
village and small industry (VSi) sector as a whole, 
or with the followina two suh-scctors or components 
of VSI: 

(a) Small Scale Industry Sector (with plant and 
maeiiinery upto Rs 20 lakhs, or in the case of 
ancillarios, upto Rs 25 lakhs. Within the small 
scale industry sector, units with less than Rs. 
2 lakhs value of plant and machinery are sub- 
classified as the tiny sector.)’* 

(b) Decentralised Sector: 

(i) Khadi and Village Industries (including 
haiidlooms, handicrafts, coir, sericulture 
etc.) 

(ii) Village artisans. 

2.1 In order to facilitate the dispersal of small scale 
units away from metropolitan areas, the Committee 
is of the view that the concessions and facilities now 
admissible to small scale industry (SSI) units, with 
the exception of liny units, should not be extended to 
new units to he set up in the metropolitan areas. (3.6). 

2.2 The increased flow of institutional finance in 
the villa,ge and small industry (VSI) sector has not 
covered the artisans sub-sector adequately and that 
sector continues to depend for a major part of its 
capital requirements on non-institutional sources from 
wh'ch credit can only be obtained at exhorbitanf rates 
of interest. The Commiiree is, therefore, of the view 
that a distinctly sharp focus needs to be given to 
tiny, cottage and village units as compared to other 
SSI units. Adequate concessions and facilities should 
therefore be provided to tiny, cottage and village in- 
dustrie:^. In the case of other SSI unit:s the existing 
concessions should be graded slab-wise. (3.5 & 3.6). 

2.3 To link the investment criteria with the defini¬ 
tion of village and cottage industries, it is recommend¬ 
ed that for purposes of concessional finance, criteria 
i;ased on investm.ent per artisan be adopted for village 
and cottage industries. (3.14). 

2.4 The Committee observed that the Industrial 
Devclop.ment Bank of India (1D13I) has evolved spe¬ 
cial sciiemes for financing smaller/rural industrial 
c.states on concessional terms to enable the village and 
cottage industries sector to set up small units. How¬ 
ever, the response to such schemes has not been satis¬ 
factory The IDBl may examine the causes of poor 
response and take remedial measures. (4.7). 


2.5 Tire National Bank for .Agriculture and Rural 
Development (NABARD) has also constituted task 
forces on various sub-sectors of decentralised indus¬ 
tries viz khadi & village industries, handicrafts, hand- 
looms, sericulture, coir etc. After consideration of the 
various reports of the task forces, the Committee sug- 
gc.sts that the task force reports should be examined 
expeditiously and recommendations implemented 
suitably to give a thrust to the flow of credit to the 
aforesaid sub-sectors. (4.13). 

2.6 By and large, the net-work of the banking sys¬ 
tem has spread in line with the needs of institutional 
finance of this sector. However, there is scope of 
further improvement in the functioning of the existing 
credit delivery mechanism at the grass>rot level so 
that the How of credit to the VSI sector increases dur¬ 
ing the next decade. (4.22). 

2.7 The Committee reiterates the need for activiz- 
ing/promoting industrial cooperatives so that the arti¬ 
sans could organise themselves to get various support 
services including credit from the cooperative banking 
system, (4,23). 

2.8 The Committee is of the view that Regional 
Rural Banks (RRBs) be made an integral part of an 
effective delivery system for increasing credit flow 
to individual artisans and village/cotFage industries. 
The Branch Managers of RRBs should be empowered 
to .'anclion loans upto Rs. 25,000/- (Composite Loan 
Scheme). However, where bulk advances are required 
by registered institutions and State Khadi and Village 
Industries Boards (KVlBs) in excess of Rs. 25,000/- 
th.; credit needs shall be met through the commercial 
banks. The organisational structure of RRBs, parti¬ 
cularly at the branch level, should be suitably streng¬ 
thened so that their share of lending to village and 
cottage industries records a gradual increase over the 
wars. (4.25 & 4.26). 

2.9 There is need for effective coordination and inte¬ 
gration of efforts between commercial banks and RRBs 
in respect of their lending operations to village and 
cottage industries. The Committee is of the view 
that the RBI, the IDBI and the NABARD should 
work out modalities of such cooperation for promot¬ 
ing credit flow in an integrated manner to village, cot- 
taae and tiny units including training of RRB ojflcers. 
(4727). 

2.10 The Committee, after e.xamining the view¬ 
points expressed by different organisations, is of the 
view that having regard to the role that the commer¬ 
cial banks are expected to play in the promotion of 


*Aflcr the complelioit of the Draft Report, the definition of small scalc/ancillary industry has been revised to Rs. 35 lakhs and Rs. 45 
lakhs respectively in the Central Btitlact, 1985-Sfi, 
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village and small industries, the present organisational 
structure needs to be considerably strengthened at 
various levels in general and at the branch level in 
particular. There are far-reaching implications of 
this suggestion, since strengthening of commercial 
bank branches at field level will involve administra¬ 
tive cost which -might result in further erosion of 
banks’ profitability. Therefore, the Committee is of 
the view that the network of the banking system at' 
the grass root level needs to be planned better. There 
is an urgent need for coordination among the diffe¬ 
rent banks so as to achieve the overall national objec¬ 
tive of larger credit flow to village and cottage indus¬ 
tries at minimum cost. The coordination between 
different banks will be in the sphere of demarcation 
of operations and other related aspects so as to bring 
a laiger segment of village and cottage industries with¬ 
in the fold of existing institutional structure. (4.28). 

2.11 The lead bank has played an important role 
in the preparation of credit plans of the district and 
its follow-up for effective implementation. The credit 
plans need to be more effectively coordinated/dove¬ 
tailed with the district development plans and the 
District Administration has to provide basic support 
so that the plan is properly formulated and systema¬ 
tically implemented. The thrust of the District Credit 
Plan is more on agricultural and allied activities rather 
than on village and small industries. There is need 
for preparation of detailed credit plan for the VSI 
sector and the participating banks have to play a 
significant role in sharing the credit requirements of 
the ditsrict so far as they relate to village and small 
industries sector. (4.29). 

2.12 The Committee is of the view that among the 
primary credit institutions at the grass-root level, co¬ 
operative banks and RRBs should increase their iend- 
mg to village and cottage industries. The commer¬ 
cial banks and State Financial Corporations (SFCs) 
should not only continue to extend credit to the or¬ 
ganised small scale industries including the tiny sec¬ 
tor and to the village indusries, but take positive steps 
to promote further flow of credit to the village, cottage 
and tiny sector for which specific targets may be fix¬ 
ed. (4.30). 

2.13 With a view to bringing the village, cottage 
and tiny sub-sectors within the fold of institutional 
finance, a major policy thrust needs to be given so as 
to build up a sharp focus to this sub-sector. In this 
context, the Committee recommends that the Reserve 
Bank of India may fix sub-targets for these sub-sectors 
of the VSI sector. (5.3). 


achieve (he minimum stipulated credit-deposit ratio 
of 60"o by all the banks in semi-urban areas. (5-6). 

2.16 Under the Differential Rate of Inferest (DRI) 
Scheme, overall performance by the banking institu¬ 
tions is around 1.1’,', of the outstanding advances as 
at the end of 1982. The Committee recommends that 
suitable remedial measures be initiated by the Reserve 
Bank of India so that the banks which are lagging be¬ 
hind also achieve the limits laid down. (5.7). 

2.17 1 he NABARD has formulated a scheme for 
extending refinance facility under the Industry, Ser¬ 
vice and Business (ISB) component of Integrated Rural 
Development Programme (IRDP) from January 1983. 
The trend in the assistance under this activity in the 
first half-year of its operation reveals that the bulk 
of assistance under ISB component in some of the 
States has gone to business activities. There is need 
lor a proper balance between the three components 
so that the other two components of industry and 
service also get adequate financial assistance from 
institutional sources. (5.9), 

•£ 

2.18 The Committee recommends that NABARD 
should undertake a quick review of assistance under 

component and initiate remedial measures to 
rectily lire imbalance mentioned earlier noticed in 
respect of lending under this component. The Com¬ 
mittee IS also of the view that there is need for build¬ 
up an effective monitoring mechanism by NABARD 
m this regard. (5.13). 

2.J9 The Committee has examined in detail the pro¬ 
blems at the grass root level for identification of bene¬ 
ficial les under IRDP, It is clear that the agencies at 
the grass root level need to reorient their policies sig¬ 
nificantly so that the beneficiaries are identified in 
the systematic manner and bankable schemes are for- 
mulated. (5.10). 

2.20 T he Committee recommends that there is scope 
for further strengthening of coordination between the 
District Industries Centres (DICs) and the District 
Rural Devetopment Agencies fDRDAs) for effective 
implementafion of ISB component of IRDP. Further 
the Committee recommends that DIC and DRDA 
should each have an officer dealing exclusively with 
small, village and cottage sector industries where such 
placements have not yet been effected. This would 
iacilitatc proper identification of beneficiaries and 
schemes to promote balanced growth under the ISB 
component of IRDP. (5.11). 


2.14 Most of the banks in the rural areas have 
achieved the stipulated credit-deposit ratio of 60%. 
The Committee recommends that suitable steps be 
taken by the Reserve Bank of India to enable the re- 
inaming banks to achieve the stipulaed minimum 
credit-deposit ratio in rural areas. (5.5). 

2.15 In regard to semi-urban areas, on an overall 
basis, performance in terms of credit-deposit ratio is 
around 51%. The Committee recommends taking 
corrective measures by the Reserve Bank of India to 


-- Liiat are 

primarily responsible for the formulation of viable 
proposals should be discussed by DICs/ 
DRDAs with the concerned banks before they are 
forwarded to the banks. This brings into focus the 
strengthening the coordination between DICs/ 
DRDAs and the banks. The Committee ij of the view 
i.iat III cases of rejection of loan applications, a Com¬ 
mittee consisting of representatives of DIC, DRDA 
and the lead bank should review the reasons for reiec- 
(^2^^ preparation of a viable scheme. 
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2.22 Discussions with various organisations con- 
iicctetl wit'll promotion oi VSl sector reveal the need 
for reorienting tiie at.tilude of bank personnel as well 
as of promotional agencies. The altitudinal ehanges 
can be brought about by way of intensive training pro¬ 
grammes with appropriate bchaviourial inputs. The 
Committee recommends that the following steps be 
initialed in this regard urgently; 

(i) Training capacity in inslitutions/centres should 
be effectively ulili.scd and where necessary, en¬ 
hanced. 

(ii) Th: course content of the programme should 
give greater emphasis to motivational and bc¬ 
haviourial aspects. 

(iii) The number of programmes and their frequency 
should be increased. 

(iv) There should be appropriate training of trainers. 
(5.14). 

2.23 The Committee recommends that besides other 
parameters, the performance of the otticcr should be 
judged in terms of initiative taken in extending cove¬ 
rage to the VSl sector. Employee Appraisal System, 
where necessary, should be rnodified accordingly, 
keeping in view the risk of failure inherent in lending 
under this sector, particularly when financial assistance 
is to be provided to weaker sections without security 
for activities where viability may depend to a large 
extent on factors beyond the control of the borrower. 
In short, the innovative and constructive role of a 
Branch Manager should be given due weightage while 
appraising his performance. (5.15). 

2.24 The Committee recommends that the ‘Trans¬ 
fer-Price-Mechanism’ operating in various banks should 
be given a fresh look in order to build into it an ele¬ 
ment of incentive, if it is not already there, and to 
keep the Branch Manager motivated for playing his 
role in increasing the flow of credit to artisans, village/ 
cottage industries, tiny and SSI units. (5.16). 

2.25 The Committee is of the view that the State 
Governments .should take necessary steps to post Credit 
Managers to the DlCs, wherever "they have been with- 

- drawn by the lead banks, so that the programmes of 
assistance to the VSl sector do not suffer. (5.17). 

2.26 The Committee is of the view that there is 
need to strengthen the DIC set-up. This strengthen¬ 
ing shouldi ensure that the prescribed technical per¬ 
sonnel are in position. Suitable training programmes 
should be organised for updating skills of th'ese per¬ 
sonnel. (5.18) 

2.27 The major reason for the poor performance 
of the scheme so far appears to be the attitude of the 
Bank Managers who generally do not have a develop¬ 
mental approach as expected under the scheme. The 
findings also confirmed that though there has been 
sufficient delegation of power at the level of Brandt 
Managers and the scope of the scheme is explicit and 


liberal, the petlormance is far short of needs and ex¬ 
pectations. I'hcre have been substantial communica¬ 
tion gaps between ihosc who formulate the policies 
anri those who are ultimately expected to implement 
them. In view ol the rather disturbing findings, the 
Committee suggests that Reserve Bank of India should 
continue to monitor these aspects periodically for 
suitable remedial actions by the banks. (5.25) 

2.28 An inhibiting factor identified in the case of 
the Composite Loan Scheme (CLS) is the absence of 
.suitable accounting procedure. Provisions for items 
like moratorium, simple rate of interest and break-up 
o! advance data would necessitate changes in existing 
Book-keeping/Accounts. The Committee suggests 
that the RBI should prescribe a uniform accourtting 
procedure for all banks. (5.26) 

2.29 In the light of the experience gained, the Com¬ 
mittee would like to suggest some changes in the 
Composite Loan Scheme. The initial moratorium 
period under the scheme should be restricted to 12 
months. The repayment period, of the loan should be 
linked to the surplus generated by the unit with a 
maximum of 5-7 years. (5.27) 

2.30 The Committee recommends that the Inter 
Disciplinary Group should be activated. It should 
function as a high powered body to give suitable 
guidelines to the banks in the matter of extending 
assistance to the decentralised sector. With the active 
! epresentation of the Khadi and Village Industries 
Commission (KVIC), Handloom and Handicrafts 
Board etc. it should be possible to devise suitable 
bankable schemes of an area-specific or activity-speci¬ 
fic natuie. This group should also go into the operation 
of the Composite Loan Scheme and see how best this 
.scheme could be modified for ensuring increased flow 
of assistance to the decentralised sector. (5.28) 

2.31 The Committee notes that the Interest Subsidy 
Scheme introduced by the Government of India in 
May 1977 has been working quite satisfactorily and 
leconrmends its extension to individual small entre¬ 
preneurs. (5.33) 

2.32 It has been observed that in regard to the 
Interest Subsidy Scheme, the differences between KVIC 
and banks relate mainly to procedural aspects. The 
Committee suggests that a Standing Committee com¬ 
prising repre.sentatives of KVIC, KVIB, RBI, 
NABARD and IDBI may be constituted to sort out 
the differences. (5.34) 

2.33 The Committee considers that credit for work¬ 
ing capital and investment needs may be made avail¬ 
able by the banks to Handloom Development Corpora- 
t;on,s on concessional rates of interest as applicable 
to weavers in the cooperative sector. This would 
amount to a reduction in the rate of interest of about 
2 per cent which shouldi be shared equally by the 
Central and State Governments. (5.35) 

2.34 It is suggested that whenever the working of 
a weavers co-operalive society is satisfactory but 
adequate credit is not flowing to it owing to the 
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Weakness ol the Cential Co-operative Bank, the pos- 
sibii.iy of linancing weaver societies directly by the 
Stal.; Co-operative Banks or through RRBs should be 
explored. (5.36) / 

2.35 Ti;e Committee suggests that each Slate Go¬ 
vernment .should make available atleast a part of the 
budgetary provision made by it towards rebate every 
year to the apex weavers’ society in the beginning of 
ihc year. This can be credited, to a separate fund with 
ihe apex society designated as Rebate Adjustment 
Fund. A .1 and when rebate claims are settled during 
Ihe year, the payments made by the Government may 
also go to this fund till such time as the budget allo- 
catir n is fully utilised. (5.37) 

2.36 .As far as co-ope.ratives are concerned’, the 
iraitern of financing applied to the co-operaiives in 
the iiandloom sector should be followed in the handi¬ 
craft sector too. The State Government should extend 
3% interest subsidy to handicraft co-operatives as 
w'ell. NABARD may also consider raising the 
quantum of working capital to 50% to handicraft 
societies as against 40% in case of handloom .societies, 
15,38) 

2.37 The Handicraft Development Corporations 
which normally avail of cash credit facilities from 
commercial banks mainly for meeting their working 
capita! requirements against the security of hypothe¬ 
cation of handicraft items should be allowed the same 
concessional rate of interest on which the bank ad¬ 
vances arc being made to handicraft artisans. This 
would amount to a reduction in the rate of interest of 
about 2 per cent which should be shared equally by 
the Central and State Governments. (5.39) 

2,.38 Where co-operatives are constituted, for financ¬ 
ing scriculturists’ activities, sericulturists might be 
financed by commercial banks or RRBs in the areas 
where co-operatives are weak. Where primary socie¬ 
ties are functioning satisfactorily but District Central 
Co-operative Banks are v/eak and unable to obtain 
refinance from NABARD, such societies may be fin¬ 
anced directly by State Co-operative Banks or they 
may be allotted to the RRBs if they have been esta¬ 
blished in rural areas. (5.40) 

2.39 One of the major problems in the sericulture 
schemes is the in-eligibi!ity of sericulturists for fresh 
credit on account of their past defaults. In order to 
push through the programme, it is necessary that some 
relaxations be made at least in the case of non-wilful 
defaulters. Defaulters who have repaid at least 50% of 
the dernends should be considered as non-wilful defaul¬ 
ters and given fresh loans for maintenance and rearing 
after converting their outstanding dues into medium- 
term ioa.n repayable in three years in convenient instal¬ 
ments. Such non-wilful defaulters should also be 
given fresh loans for minor irrigation, new planting, 
rearing equipments and rearing houses. In future 
whenever crop failure occurs on a large scale, the 
State Ciovernnients should examine the position in 
coi'.suhatioii with (he linancing banks and NABARD. 
(5.40) 


2.40 .''o present, no part of the limit sanctioned to a 
bank by NABARD can be utilised by ihfor financing 
a .society which is engaged in the sale of coir products 
not produced on its own account by its members, 
N.ABARD should consider providing refinance facili¬ 
ties on liberal terms as also for building up of a nexus 
vyith the National Co-operative Development Corpora¬ 
tion (NCDC) with a view to formulating such schemes 
for financing the coir sector. (5.41). 

2.41 The Stale and District Central Co-operative 
Banks should be asked by the State Governments/ 
NABARD to take active interest in obtaining credit 
limit applications from the societies in time, scrutinis¬ 
ing them without delay and forwarding the same to 
NABARD through proper channel within the stipulat¬ 
ed time every year. The Committee is of the view 
that the procedure in this regard should be streamlin¬ 
ed by NABARD and should be made abundantly 
clear to the coir workers and artisans. Considering 
the fact that the turnover of the coir products takes 
place once in 6 months, refinance facilities'for work¬ 
ing capital requirements from NABARD may be 
raised, from 40% to 60% of the anticipated sales. 
<5.42) 

2.42 I'hc Committee is of Ihe view that norms 
prescribed by banks in assessing the working capital 
requirements of small scale industries should be re¬ 
examined by the Reserve Bank of India and suitable 
guidelines issued to banks. (5.45) 

2.43 The Committee after considering the suggestion 
■recommends that as far as possible there should be 
a single window dispensation for village and tiny 
sector industries to avoid the problems referred to 
earlier. The Committee suggests that a mechanism 
similar to inter-institutional machinery evolved by all 
India term lending institutions needs to be established 
for etlcctivc coordination between the lending agen¬ 
cies. The State level forums should meet periodi¬ 
cally, say once a month, to discuss proposals received 
for consideration of financial assistance, where all 
aspects of the proposals including the working capital 
requirements could be discussed in depth and a view 
regarding the proposals taken. (5.46) 

2.44 The Committee suggests that the scope of the 
District Credit Plans should be further widened to 
include requiremeat.s of credit for the village, cottage 
and handicrafts etc. industries and for the tiny and 
other small scale units. Accordingly, steps can be 
initiated by promotional agencies and banks for iden¬ 
tification of entrepreneurs, training of entrepreneurs, 
formulation of schemes, sanction of financial assis¬ 
tance, sharing of finance by various banks and: shar¬ 
ing of term loans by SFCs and banks on a systematic 
basis. (5.47) 

2.45 The Committee is of the view that the perfor¬ 
mance of the State Small Industries Development 
Corporations (SSIDCs) and other agencies engaged in 
supply of raw materials and marketing faciHties to 
VSI sector nccils to be evahiated with a view to re¬ 
orienting their policies so that they become effective 
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instruments for providing support services to the VS] 
Sector, (5.48'1 

2.46 The Committee recommends that the benefit 
of the concessional rate of interest as applicable to 
village and cottage industries should be extended to 
the aforesaid organisations in respect of their support 
services to tiny sector units also. (5.49) 

2.47 The Committee is of the view that State Level 
Inter-Institutional Committees (SLIlCs) constituted 
under the'convenorship of the RBI need to be made 
more effective so that these fora may conside;' sickrtess 
in the SSI Sector on a consortium basis and initiate 
rehabilitation programmes in a time-bound manner. 
Moreover, participation at such meetings should be 
of a sufficient senior level to commit the organisation 
for speedy rehabilitation of the sick units. Credit 
delay may prove suicidal for such units. The Com¬ 
mittee also recommends that the magnitude of sick¬ 
ness in the KVI sector needs to be studied for taking 
remedial measures. The Committee I’.as noted the 
initiative taken by the IDBI to formulate special 
schemes for the rehabilitation of sick SSI units and 
a scheme for modernisation of small scale industrial 
units. (5.50) 

2.48 The percentage of outstanding credit to the 
value of production in small scale industries increas¬ 
ed from ll.0');> as at the end of December, 1974 to 
only 12.7% as at the end of December 1982, while 
production at current prices in the small scale sector 
increased by about 280 per cent during the same 
period. Further, as a percentage of the total priority 
sector advances, the s.hare of the small scale sector 
declined from 48% in December 1974 to 40%, by 
December 1978. Thereafter it witnessed a continuous 
decline and stood at 36%> in December, 1982. (6.3) 

2.49 Although the percentage share of artisans, vil¬ 
lage and cottage industries in total loans and advances 
to SSI units increased from 1,95'% in 1979 to 2.50%, 
in 1982, the share continues to be inadequate if ac¬ 
count is taken of the credit needs of the sector and 
the contribution of the sector to the total industrial 
production and employment in the country. (6.4) 

2.50 The declining .share of the VSI sector in total 
priority sector suggests that suitable measures may be 
evolved to en.sure adequate flow of credit to artisans, 
village and cottage, tiny and small scale sector units 
in relation to their requirements. (6.6) 

2.51 The Committee is of the view that co¬ 
operative banks have not made much headway in 
providing finance to village and cottage industries, 
excepting to handloom sector, owing to various rea¬ 
sons such as reluctance on the part of co-operative 
banks to provide assistance to this sub-sector, their 
small equity base, lack of managerial support etc. and 
the general lack of development of industrial co¬ 
operatives. (6.10) 

2.52 The Committee recommends that this scheme 
should be suitably extended to promote the flow of 
credit to artisans. (6,11; 


2.53 Wilh a view to increasin.g the credit flow to 
(lie village ,iik1 siiiail and otlici scclois falling, iiiuK’i 
the definition of small scale industrial sector, the 
Committee considered that the following steps are 
necessary: 

(a) Dclegaiion 

Sufficient powers would need to be delegated by 
the banks and the financial institutions to their Branch 
Managers (where this has not been done so far) to 
ensure that requests for credit from such industries are 
dealt with expeditiously at the local level. The deci¬ 
sion taken in 1979 that all banks should delegate to 
their Branch Managers powers to sanction credit to 
the extent of Rs. 25,000 to such industries needs to 
be implemented and further delegation may also 
become necessary. 

tb) Orientation 

Top priority should be given to training of Branch 
Managers so as to bring about the necessary transfor¬ 
mation in their attitudes and their approach to lend¬ 
ing to this sector. 

(c) Co-ordination 

The grass root representatives of banks and fin¬ 
ancial institutions would also need to work in close 
association with the DICs and other promotional 
agencies. 

(d) The top management of the banks and the 
financial institutions should take greater interest in 
the implementation ,md monitoring of the Composite 
Loan Scheme. (6.15) 

2.54 The Committee suggests that a significant in- 
crea.se in the flow of institutional credit to the small 
scale sector, and in particular, to the other industries 
under small scale would be possible only if immediate 
action is taken to impart necessary direction and 
confidence to Branch Managers for strengthening the 
credit delivery system at the grass root level on the 
lines suggested above. (6.17) 

2.55 Supervision and monitoring of credit to the VSI 
.sector are of paramount importance in view of their 
weak equity base, limited managerial and technical 
capabilities, and inadequate marketing arrangements. 
In view of the above intrinsic weaknesses, they are 
unable to withstand adverse changes in the environ¬ 
mental conditions. Hence a proper and sympathetic 
follow up of the end-use of funds and activity level 
of the unit is a necessity for the successful working 
of the units. (6.18) 

2.56 With a shift in the concept of financing the 
small scale industries from a mere security-oriented 
approach to a need-based approach and viability of 
operations, emphasis in the follow-up of credit has to 
be shifted from physical verification of inventory to the 
monitoring of performance of the unit and making 
sugge.stions for improving the performance. (6.19) 

2.57 With a view to monitoring the performance of 
the small scale units and ensuring their continuous 
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profitable working, the hooks of accounts of the bor- 
lowing units arc ti> I'r peiiodu all) checked witit em¬ 
phasis on the iA)llowing: (a) production level, (b) 
sales level, (c) profitability, and (d) inventory level. 


2.58 Besides conducting physical verification of the 
inventory of the unit, the banks’ operating staff should 
have a personal dialogue with the borrowers during 
the factory visits concerning various aspects of the 
funct.'oning of the unit. Such a dialogue would enable 
the bank and the borrower to know the shortcomings 
if any, in the functioning of the unit at the right time 
with a view to taking necessary remedial measures to 
make the nnit healthier before it becomes a defaulter 
( 6 . 21 ) 

2.59 By and large, there has been a lack of sustain¬ 
ed interest and direction from (he top and a lack of 
awareness about schemes by the operating officers at 
the grass root levels. There is a serious problem of 
communication and even commitment to (he cause 
of promotion of small industrial sector. The problem 
appears to be more of attitudes and ccxrrdiiiation 
rather than of organisation. The Committee again 
draws attention to the preceding paragraphs for early 
initiation of action. <6.24) 

2.60 Despite substantial increase of institutional 
credit from about Rs, 250 crores during 1973-74 to 
about Rs. 600 crores in 1979-80, the share of tin}' units 
and village and cottage industries has remained nomi¬ 
nal. (7.1) 

2.61 The Committee's suggestion that raw material 
banks should be entitled to have the benefit of the 
interest subsidy scheme is worth considering. (7.28) 

2.62 An outlay of Rs. 3189.60 crores has been pro¬ 
jected for the whole of the Seventh Plan on KVI 
sector and this includes an outlay of Rs. 1190.08 
crores for the interest subsidy scheme, IRD and gobar 
gas taken together, of which Rs. 906 crores is institu¬ 
tional finance. (7.31) 

2.63 The Task Force set up by the NABARD on 
Handlooms has recommended a new line of credit for 
modernisation. The requirement of credit for moder¬ 
nisation at the rate of 2/3 of Rs. 5000 i.e, Rs. 3334 
per loom for 24000 looms per year, as proposed, 
woiks out to be Rs. 8 crores. For the Seventh 
Plan Period an amount of Rs. 40 crores would, be re¬ 
quired to modernise 1.20 lakh looms. The Task Force 
has also recommended refinance facility through 
banks, to meet the_ working capital requirement of 
Apex/Regional Societies and Handloom Development 
Corporations far establishment/renovation of show¬ 
rooms for maketing of the products of the member 
■societies for which institutional credit facility does 
not exist at present. (7.37) 

2.64 The Task Force of NABARD on Handlooms 
has recommended that the State Handloom Develop¬ 
ment Corporation should be treated on lines similar 
to Apex Societies with regard to meeting their working 


capital rcqiiiiement'j fnr production and marketing. 
(7.J8) 

2.65 rhe Task Force has observed that there is a 
case for providing refinance facility for working 
capital where at least 75% of output of cooperative 
spinning Mills is in bank form. The Task Force has 
recommended, as suggested by the Hate Study Group 
earlier, that as in the case of cooperative sugar mills, 
the cooperative spinning mills organised, by handloom 
weavers/handloom weaver societies should get their 
working capital requirement at 16.5% per annum and 
that the RBT should accordingly open a line of credit 
for them. (7.39) 

2.66 During the Seventh Plan period, total credit 
required for sericulture may be placed at Rs. 150 
crores. (7.46) 

2.67 Overall requirements for the Plan period, 
1985-90 work out to about Rs. 308,20 crores. If the 
term credit need of Rs. 3.45 crores estimated by the 
Task Force is added to it, the credit requirements of 
the Coir Industry during the Seventh Plan would be 
Rs. 311.65 crores. (7.52) 

2.68 The Committee estimates that the total credit 
requirements of SSI Sector during the Seventh Plan 
period (1985-90) would come to Rs. 14,561 crores. 
(7.64) 

2.69 The Committee recommends that the apijlica- 
lion forms should be made available in regional 
languages. Adequate stocks of such forms should be 
kep^t at 'all branches of banks/State Financial Corpora¬ 
tions tSFCsl/State Industrial Development Corpora¬ 
tions (SIDCs). (8.4) 

2.70 To facilitate filling up of these forms by the 
borrowers, suitable support should be provided by 
DTCs/banks/SFCs/SIDCs. The Committee recom¬ 
mends that the concerned organisations should ar¬ 
range for provision of such support required by en¬ 
trepreneurs. (8.5) 

2.71 The Committee appreciated the efforts of 
State Bank of T”dia and desired that other nationalis¬ 
ed banks may also follow the same form. (8.6) 

2.72 The Committee suggests that IDBI should 
look into this aspect and suggest simplified forms for 
adoption of SFCs and STDCs. (8.7) 

2.73. For the sake of uniformity, the Committee 
suggests that the format suggested by the Puri Com¬ 
mittee should be brought into use by Khadi and 
Village Industries Commission (KVIC), District In- 
du.str!e,s Centres (DlCs), Technical Consultancy Orga¬ 
nisations (TCOs) and other promotional agencies. 
(8.8) 

2.74 The Committee is of the view that with 
standardisation of application forms, uniformity in 
their implementation, and use of these forms by pro¬ 
motional agencies, the problems of piece-meal queries 
by banks and to a large extent the ensuing delays 
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would be reduced, il further su”ge.sls that the pro¬ 
cess of rejection of applications should be suitably 
monitored for a bank as a whole for appropriate 
control, review and guidance. (8.9) 

2.75 The Committee feels that where the bank 
managers are better equipped to deal with loan ap¬ 
plications, loans should continue to be sanctioned ex¬ 
peditiously and generally earlier than the stipulated 
period. (8.10) 

2.76 To assist in expeditions disposal of applications 
hy banks the Committee is of the view that bunching 
of applications should be avoided and flow of ap¬ 
plications should be evenly spread throuahout the 
year rather than concentrate in the month of March 
when applications in bulk are sponsored by the pro¬ 
motional agencies. (8.11) 

2.77 The Committee recommends that suitable 
Cells should be set up by bank.s to deal with lending 
to artisans, village, tiny and small .scale industries 
Where necessary, suitable staff/technical support 
^should also be provided to cope with the increasing 
work load connected with flow of credit to the VSI 
sector, (8.12) 

2.78 The Committee noted that despite is.sue of 
specific guidelines to the banks by the Reserve Bank 
of India, there is an urgent need to create awareness 
both among bank staff and borrowers, including pros¬ 
pective borrowers, for delinking the proposal from 
the collateral/third party guarantee and sanction loans 
only on the basis of viability of the project. Only tlie 
assets created out of the bank loans should constitute 
the security for advances. The RBI should also 
monitor that their guidelines/directives are in fact 
followed by the banks/other agencies. (8.13) 

2.79 Regarding margins for working capital, the 
Committee’s suggestions are; 

fa) the prescribed margins should, be printed on 
the reverse of the application forms; 

(b) for credit limits upto Rs. 25,000, no margin 
need be prescribed; 

(c) for credit limits over Rs. 25,000 margin 
should not normally exceed 20%; 

(d) where margin money/assistance/subsidy is 
available from the Government or any other 
financial/promotional agency and is not less 
than 20% of the loan amount, it should 
serve as a margin ,and no further margin 
money should, be asked for; 

(e) there should be no insistence on full margin 
tO' be brought in at the beginning of the 
loan operation. Permission should be accor¬ 
ded to bring margin in stages; and 

(f) where, under the existing special schemes 
like that of entrepreneurs, low/no margins 
are charged, the benefit should he allowed 
to continue. (8.14) 

3—2/PC/ND87 


2.80 Regarding term loans, the promoters’ contri¬ 
bution/margin has been prescribed keeping in view 
the location, type of entrepreneur, etc. The Com¬ 
mittee .suggests that the norms prescribed by IDBI for 
term loan should also be followed by banks. (8.15) 

2.81 The Committee is of the view that since com¬ 
plaints are received from users, there should be a ma¬ 
chinery at regional/zonal/central offices of all banks 
to entertain complaints from borrowers in the matter 
of guidelines/instructions/norms not being followed. 
Further, there should be a machinery to verify that 
guidelines/instruction.s/norms are implemented by 
branches in actual practice, (8.16) 

2.82 The Committee recommends that the practice 
of charging penal rate of interest for small industries 
may be dispensed with particularly for the smaller 
among the small units. (8.17) 

2.83 The Committee is of the view that the RBI 
should take steps to have the guidelines monitored 
and implemented by the banks. (8.18) 

2.84 The Reserve Bank of India should re-examine 
the need for ‘discount house.s’ and ‘factoring’ to take 
care of the problem of delayed payment by larger 
unit.s to small scale/ancillary units. Further, the IDBI 
should also examine the feasibility of devi.sing a 
suitable ‘Discounting Scheme’ for such bills whose 
payment is delayed by larger units. (8.19) 

2.85 The small scale entrepreneurs have to face pro¬ 
blems on this score which adversely affect the fortunes 
of SSI units. Their submission is that the entire SSI 
sector may be exempted from these schemes. The 
Committee is of the view that the RBI may re¬ 
examine this issue in detail. (8.20) 

2.86 As regards other loans, particularly those 
relating to the VST sector, the need for uniform prac¬ 
tice and .standard documentation procedure is stressed. 
In this context, it may be mentioned that the docu¬ 
mentation procedure adopted by SBI has been found 
to be effective and that the RBI should examine the 
feasibility of advising other banks to follow the docu¬ 
mentation procedure of SBI to ensure uniformity for 
the VSI sector. (8.21) 

2.87 IDBI has recently formulated a scheme of 
refinance assistance against bridging loans sanctioned 
by SFCs. The Committee suggests that this facility 
should be popularised and full benefits taken there¬ 
under by the SFCs. (8.22) 

2.88 The Committee is of the view that there is an 
urgent need for evolving a mechanism for the sharing 
of guarantee fees between the institutions so that no 
small borrower, even if the borrowing is done through 
cover/siippoirt organisation, is charged a higher rate 
of intere.st than he would have paid if he had borrow¬ 
ed directly in an individual capacity. The Committee 
suggests that existing guidelines should be suitably 
reviewed hy the RBI and fresh guidelines may be 
is.sued to the institutions expeditiously. (8.23) 
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2.89 TIte Comniiltec suggesls llial in vk w of. ilu- 
large backlog ol claim.s. C'ovciniiienl ol India and 
Deposit insuiancc anti Credit Guaianice Corpoia- 
tion (DICGC) should take exp-adliious steps to settle 
them and also to ensure ihat iresii c’amts especially 
of relatively small amounts are settled within a rea¬ 
sonable period of. say 2 to 3 months, after lodge¬ 
ment by credit institutions, subject to no-nnal safe¬ 
guards. The DiCGC ni:iy also improve their moni¬ 
toring mechanism so that credit institutions submit 
periodical reports regarding recovery of dues from 
those account for which claims have already been 
settled to enable the Corporation to receive its due 
share under its subjugation rights. (8.24), 

2.90 The Conmiltee suggests that a higlt level ex¬ 
pert gi'oup of the concerned institutions & organisa¬ 
tions, inciuding repiesentatives from the Central 
Government and State Cooperative Departments be 
constituted to go into the problems of these coopera¬ 
tives and suggest me:isures for aclivising them and 
for promoting their hc.ahhy growtii. (9.5i. 

2.91 Realising this basic lacuna, the Committee 
endorses the suggestion of the Natiomd Committee 
on the Development of Backward /\reas (NCDBA) 
in its Report on Village & Cottage Indusiries. in 
March 1981, that the Ministry of Industry evolve a 
comprehensive definition of village industries and if 
necessary enlarge the scope also. The Committee 
further 'feels that as definite criteria would be very 
advantageous, the Ministry of Industry may address 
itself to this task without further delay. (9.6) 

2.92 In the above context the Committee feels that 
besides finance, village industries require broad sup¬ 
port in terms of: 

(a) enlargement and reservation of specified items 
for production in the village industries sec¬ 
tor; 

(b) continuous updating and di.sscmination of 
technology to the field; 

(c) provision of training, design and market in¬ 
telligence to entrepreneurs to enable change 
in production lines and thereby eanture a 
larger market; 

(dj supply of raw materials particularly those 
not locally available at reasonable rates; 

(e) improvement in tools and lechnicpres; 

{f) developing the necessary marketing frame¬ 
work to cater to local and outside markets; 

(g) standardisation of products and ensure its 
availability though normal distribution chan¬ 
nels; 

(h) ensuring the availability of credit locally; 
and 

(i) general extension support and counsel- 
Ting. (9,9) 


2.93 Keeping ibe above iir view, (hi.- ComniiC.ee 
considcis (h.- ‘followm-', to b' of crueial imp iriaiwc; 

(i) There should be a rationalisation ol the whole 
system of support and credit (acihties. 

(ii) All village/cottage industrial unils/artisans 
which/who are .situated in towns and utilise 
locally available men and raw-materials, 
should be expeditiously included in the Sche¬ 
dule to the KVI Act except handlooins, handi¬ 
crafts, sericulliire and coir for whicn separate 
national boards/agencies exist. 

(iii) The feasibility of reservation ot items for 
exclusive maniil'acfurc in the village and cof- 
tace industries, handici'alts, handlooms etc. 
may bs examined and suilabl.; criteria may 
be evolved for this purpo;se. 

(iv) There should be a strengthening of the orga¬ 
nisational .set-up of the KVIC at the ape.x 
level and of the KVlBs at the State level, 
upto the field level, in respect of the Khad' 
and Village Industries, particularly in terms 
of identification of projects/schemes, up¬ 
dating of technology and adrrption of improv¬ 
ed techniques, supply of i-aw-materia.ls, exten¬ 
sion of credit and markeling support, stan¬ 
dardisation of KVI products, provision of 
need-based training/servicing centres and ex¬ 
tension services and support. Responsibility 
for developing coordination with credit 
agencies has to be vested with the promo¬ 
tional bodies and matching contribution of 
budgeted outlay by State Government ha.s to 
be provided in relation to the existing pro¬ 
vision made to State KVlBs by the KVIC. 

(v) Experience has shown that village industry 
programmes have been by and large suc¬ 
cessful in areas where voluntary agencies arc 
active. But as the number and delivery 
mechanisms of voluntary organisations are 
not uniform in the country, there is need for 
KVIC and other promotional agencies to 
develop their own hierarchy and extend their 
administrative machinery to the unit/projecl 
level. (9.10) 

2.94 The Committee after examining llie model 
suggested by the National Committee on Development 
of Backward Areas, and after considering the various 
alternatives, has come to the conclusion that the Minis¬ 
try of Industry may constitute a group of the con¬ 
cerned Central and 'State level promotional organisa¬ 
tions to evolve a suitable modei to reach tlie village 
level in order to promote village industries and to 
ensure adequate and timely credit for them. (9.11) 

2.95 The Committee suggests that the ideal situa¬ 
tion would be to limit the role of KVIC to policy 
formulation at the national level and to international 
and interstate coordination, overall planning, budget 
allocation, monitoring and coordinating of research 
work. KVlB’s role at the state level should be that 
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of llic piincipal irnpleiiiciilalion a;^ciicy vvidi its oi"a- 
nisaliona! set-up cxtciidctl uplo llic grass root level. 
r<f.l2) 

2.96 I ho Committee wiiilc recognising the need for 
extending the implementation machinery upto the held 
level is <9 the view tiiat the creation of new agencies 
would only mean proliferation and would give rise 
to further problems of coordination and itnplemcnta- 
tion. It would, on tire other hand, be more cost-effec¬ 
tive to extend the nckl machinery of KVIC to the 
d strict level. Further in-road into rural areas may 
be desirable but this may have to be weighed in terms 
of financial implieatiosis and practical limitations. In 
essence KVIC may remain a foot loose organisation 
limiiing its reach to the district headquarters. (9.13) 

2.97 On the otiier hand, voluntary agencies should 
be encouraged at block/taluka levels to a.ssist artisans 
with cssenlial inputs and back-up services and also 
maintain a liaison with tlie commercial banking sys¬ 
tem. (9.14) 

2.98 So far as technology is concerned, the Com¬ 
mittee is in agreement with the suggestion for the 
seding-up of a National Bbard of Research and Tech¬ 
nology for the small scale sector. (9.15) 

2.99 For increasing the credit availability to the 
KVl Sector, it is necessary to involve various types of 
institutional linancing agencies such as commercial 
banks, cooperative banks, regional rural banks and 
State rinancial Corporations. The refinancing facility 
for advances to the KVl Sector should be made avai¬ 
lable both from NABARD and IDBl. Tlie credit 
need of the KVl Sector should be progressively met 
from site institutional tinanciiig agencies. Till such 
lime as llvs begins to take roots, budgetary resources 
may continue to play ihcir role to supplement the 
resources raised from die institutional financing agen¬ 
cies. (9.16) 

2.100 It is recommended that NABARD should 
(i) extend refinance facility to the institutions regis¬ 
tered under the Societies Registration Act 1860 or 
similar type of cover organisations and (ii) utilise the 
channels of eomniercial banks or State Financial Cor¬ 
porations for assisting cottage and village industries 
(including Khadi). Similarly, IDBI loo should (i) ex¬ 
tend the benefit of refinance for working capital ad¬ 
vances required by the cottage and village industries 
(including Khadi) sector either to individual artisans 
or to cooperative societies or to institution.s registered 
under the Societies Registration Act, 1860 or any other 
similar type of cover organisations and (ii) extend the 
advantage of lower rate (d interest unde’ the scheme 
of composite finance upto Rs. 25.000 to cover organi¬ 
sations as listed above, engaged in implementation of 
cottage and village industries (including Khadi). The 
restriction regarding places below a population of 
10.000 in the case of NABARD and below 50,000 in 
the case of IDBI for the benefit of refinance facility 
for cottage and village industries (including Khadi) 
should be removed and the artisan and the cover 
oiganisalioiis, as iiitiicaierl abt)ve, sliould be entitled 
for the benefit of lower rate of interest under the 


scheme of compo.silc finance or similar other sciiemes 
irrespective of location. (9.17) 

2.101 It was agreed that, by and large, tire assess¬ 
ment made by the KVIC/KVIB for the purpose of 
issuing interest eligibility certificates should be accep¬ 
table to the banks but that the banks have a right to 
exercise their own judgement in the matter. The Com¬ 
mittee endorses this view and recommends; (i) that 
credit agencies should give due weightage to the re¬ 
commendations made in the interest subsidy eligibility 
certificates issued by KVIC/KViB and (ii) that credit 
agencies should not summarily reject applications 
from eligible borrowers, if recommended by KVIC/ 
KVIB. In the event of any disagreement about assess¬ 
ment, the credit agencies should communicate to the 
KVIC/KVIB the reasons for not accepting tiie assess¬ 
ment made by the KVIC/KVIB. (9.18) 

2.102 The Committee recommends that the KVIC 
should place adequate imprest with the concerned 
banks to enable them to draw the interest subsidy 
portion and claim from the KVIC from lime to time 
by way of recoupment. The modus operand! for this 
may be worked out by the KVIC in consultation with 
the banks. (9.19) 

2.103 The system of blanket insurance coverage for 
the assets of the cottage and vil age inclusiries sector 
(for individual artisan as well as for organisations), 
with a lower rate of premium may be devised in con¬ 
sultation witlt General Insurance Corporation of 
India. (9.20) 

2.104 There is need to bring some parity in the 
interest rates charged by the commercial banks and 
the co-operative banks for priority sector advances. 
(9.21) 

.1105 lo mcrease the availability of working capi- 
lal liic bank.s may be rc-orieiUed to provide invest¬ 
ment credit for pre-loom facilities like the .'•etting up 
of dye houses, bleaching units, acquisition of new 
looms, modernisation of old looms and for post-loom 
activities like processing of grey doth, printing etc. 
The coinmc‘c:iai banks and regional rural banks may 
eouiiauc to supply credit to tire handloom weavers 
at conce.ssional rates of interest and the entire refin¬ 
ancing be left lo the NABARD. (9.24) 

2.106 In order to give the necessary push to hand- 
loom development programmes, measures need to be 
evolved through the establishment of special cells at 
least in the banks located m amas where there is a 
concentration of handlooms beyond a particular limit. 
The working of the weavers cooperative societies how¬ 
ever has not been uniformly effective in all the States. 
The NABARD already engaged in thi.s field, could 
give serious thought to this area and evolve suitable 
schemes and operational moniiuiing mechanism.? to 
adequately regulate the flow of credit. Further, where- 
ever the functioning of the Weavers Cooperative Socie¬ 
ties is satisfactory but adequate flow of credit is not 
forthcoming from the Central Cooperative Banks, the 
possibility of financing weaver societies directly by 
the Slate Cooperative Banks or Regional Rural Banks 
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may be exploicil. To ensure liineiy sanction of credit 
limits to Central Cooperative Banks for iinancine wea¬ 
vers sircietics the Regional Offices of NABARD may 
be delegated powers to sanction adequate limits. To 
prevent blocking ot funds a Rebate Adjustment Fund 
may also be created with the Apex Society and a 
portion of ilie budgeted outlay may be deposilea by 
the State Government towards rebate in this fund. 
(9.25) 

2.107 To facilitate better coordination between the 
Haiidlooin Development Corporations and tlie banks, 
the clearance of applications may be carried out at 
joint meetings. NABARD could function as the sole 
refinancing agency for the Handloom Development 
Corporations as well as the Weavers Cooperative 
Societies. In addition, the block capital obtained 
from developmental agencies/ Government m.ay be 
used as margin money so that adequate institutional 
finance could be mobilised. The banks might also 
consider tinancing of showrooms, emporia, etc. which 
may be refinanced by NABARD. The latter may 
also take up funding of Research and Development 
tR&D) activities aimed primarily at improving pro¬ 
ductivity and quality and dissemination of such im¬ 
provements to handloom weavers. The States on 
their part could emulate the '‘duster approach” adopt¬ 
ed by the Andhra .Pradesh State Government whereby 
package a,ssistance covering mfrastructu"e and other 
facilities is provided. (9.26) 

2.108 it is suggested that for bank assistance to 
handicraft artisans under the composite loan and 
IRDP .schemes, NABARD should be the sole refinanc¬ 
ing agency. For cooperatives, a pattern similar to 
handloom cooperatives may be followed, i.e. a subsidy 
of 3 per cent be made available by Stale Governments. 
In addition, the quantum of working capital finance 
may be cnlianced to 50 per cent as against the exist¬ 
ing 40 per cent being given to handloom cooperatives. 
The Handicrafts Development Corporations should be 
extended concessional credit by commercial banks on 
the same 1 nes as are available to handicrait artisans, 
rite overall promotional, infrastructural and market¬ 
ing responsibility should be vested with the Handi¬ 
crafts Corporations and bank advances to tliesc Cor¬ 
porations should be eligible for refinance from 
NABARD. (9.28) 

2.109 NABARD should consider providing refin¬ 
ance facilities on liberal terms and should interact 
with the National Cooperative Development Cvrpo- 
ratioii to formulate special sclir'n.’es for financing of 
the coir sector. The State and District Central Co¬ 
operative Banks should be geared up by State Gov¬ 
ernments/NABARD to take an active interest in ob¬ 
taining credit limit applications from the societies in 
lime, scrutinise these applications expeditiously and 
forward these to the NABARD through proper chan¬ 
nels within the stipulated time. (9.31) 

2.110 As the turnover of coir products takes place 
once in 6 months, there appears to be need for rais¬ 
ing the refinance facility for working capital require¬ 
ments from 40 per cent to 60 per cent of the antici¬ 
pated value of sales. Cooperativisation on a large 


scale sliould be encouraged, particularly in areas where 
a cluster of coir workers operate. The new coir co¬ 
operatives may be provided with long-term financial 
assistance by the NCDC upto 50 per cent of the total 
co.st treating coir cooperatives as processing socie¬ 
ties. (9.31) 

2.111 Assistance may also be extended by the Coir 
Board to the apex marketing societies for developing 
the market for coir and coir products. This may 
take the form of grant for face-lifting of showrooms 
and linancial assistance extended by NCDC for trans¬ 
porting fibre and finished goods between the societies 
and the market. The State Cooperatives Coir Market¬ 
ing Federations may be established in States where 
marketing federations do not exist. (9.31) 

2.112 The NABARD may consider streamlining of 
procedure (discussed in Chapter Vlll) and render 
necessary training to officers m the cooperative banks 
incharge of sanctioning credit limits. The regional 
offices of NABARD may be authorised to sanction 
credit limits as against the present practice of referring 
them to the Head Office. (9.32) 

2.113 The entire refinancing of sericulture activity 
may be done by NABARD which should refinance 
prjces.sing activities also like semi-mechanised reeling, 
twisting, dyeing, finishing, etc. and plan suitable 
schemes financing non-mulberry silk. (9.36) 

2.114 One major problem often faced in financing 
sencultuie activities is the ineligibility of sericulturists 
to avail fresh credit on account of past defaults. Some 
distinction needs to be made between wilful and non- 
wiJful defaulters and the latter category should be 
considered for the sanction of fresh loans for minor 
irrigation, new planting, rearing equipment, rearing 
houses, etc. Wherever crop failures or other calami¬ 
ties occur on a larger scale, the State Government 
should examine the position in consultation with 
NABARD and recommend rescheduling of loans. 
(9.36) 

2.115 A scheme of insurance like the credit Gna- 
ranlee Scheme being operated in the small sector may 
be evolved to insure against crop losses. This might, 
to some extent, alleviate the financial problems of 
sericulturists. (9.36) 

2.1 16 Activities relating to raising of plants in the 
case ot non-muiberry silk Iiavc to be brought within 
the ambit of institutional credit. To ensure better 
efficacy in planning and execution of programmes, 
greater coordination between the Central Silk Board 
(CSB), State Governments and NABARD deserves 
special attention. (9.36) 

2.117 The Committee is of the view that the invest¬ 
ment limit on plant and machinery is only for identi¬ 
fication of this sector and does not preclude includ¬ 
ing the other cost factors for the purpose of larger 
credit flow to this sector. It was also pointed out 
that prices of land and building vary from place to 
place and from situation to situation even in the 
same State, hemr these cannot provide a stable base 
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for dcfinitioiv. J he Coniniiliec therefore, sugacsls tliat 
the ceiling of investment on plant aiul machinery 
should continue to be the basis lor dclinitioa of the 
tiny sector and tire sjiiall scale industries. (9,40) 

2.118. The DlCs should be strengthened in such a 
manner that they can plan their growth and draw 
up District Development Plans which could form an 
input for the District Credit Plans, An all India 
cadre of Small Industries Promotion Officers can be 
created for this purpose. Tins cadre should be prt)- 
vided intensive training in all aspects of “development 
banking” including entrepreneur identification and 
motivation, project evaluation, lollow up and in-pi;mt 
counselling. (9.42) 

2.119 The Committee feels that tiicre is need for 
implementation of a “Capital Mobilisation Scheme” 
whereby in lieu of income tax payment, small scale 
industries units are allowed to put the amount of 
tax as a long-term non-ref unci able deposit in a bank 
which they may be allowed to draw for expansion, 
modernisation, diversification and working capiial. 
(9.44) 

2.120 To ensure ctmtinued availability of credit, 
it is necessary to make it binding on the State Tin- 
ancial Corporations and State Level Institutions to 
meet the entire term finance of the small scale unit, 
once the project is cleared. If necessarv, suitable 
modifications under Section (7) and (26) of the SPC 
Act, 1951 should be made. The Memorandum and 
Articles of Association of various State level agencies 
should also be amended tor this purpose .md their 
resource position sufficiently strengthened, fhc State 
Government should also allow other State level Cor¬ 
porations to issue such bonds against the guarantee 
of the State Government so that State level institu¬ 
tions arc able to mobilise resources. The foreign 
currency lines of cred't may also continue to be passed 
on by IDBl to SrCs for on-lending to SSf units. 
The banks should fully meet the rcciuiremcnts ol 
working capital of SSI units and these limits should 
be granted in a ‘package’ so that the units have die 
flexibility of availing the facilities from bank of varied 
nature depending on their requirements. In fact the 
provision of insufficient/inadequate finance could do 
more damage to the enterprise than no financing at 
all. (9.47) 

2.121 The IDBl could consider exending icfinance 
facilities for smaller industrial estates. The Indus¬ 
trial Finance Corporation of India (IFCl) could take 
up direct financing of industrial estates especially 
where they are on a cluster basis, (9.48) 

2.122 For small scale industries, until the forma¬ 
tion of an Apex Financial Organisation for the VSi 
Sector, the IDBl should be designated as the sole re¬ 
financing agency for regulating the terms and condi¬ 
tions of credit and the interest rate structure. It 
should also evolve schemes for providing financial 
itssislance for viirious purposes necessary to promote 
SSI units. To facilitate belter ami more '.neaningful 
cnoi'dimition, a forum, both at the State and district 
levels, may be erciile-l The Disiiiel Level Commillce 


iilrcaily in irpei;ition should be iurlher strengthened. 
Tlie need for extending the consortium approach in 
(he liiiiincing of small scale sector may also be ex¬ 
plored. (9.48) 

2.123 Anolher gcncial suggestion which needs care¬ 
ful ihoiighi is the extension to promotional organisa¬ 
tions, like Stale industrial Development Corporations 
anti Infrastructmal Development Corporations, of the 
same concessional rates of interest as arc applicable 
to artisans and the target-groups at least in respect of 
tho.se insfilntions which the RBf directive has not yet 
covered. (9.49) 

2.124 Keeping the difficulties of small scale entre¬ 
preneurs in view several committees like the RS Bhat 
Committee (Committee on Development of Small and 
Medium Entrcpi'cn.:urs), James Raj Committee (Com¬ 
mittee on the functioning of Public Sector Banks) and 
Puri Committee (High Powered Committee for Exa¬ 
mining Bank Credit Problems of SSI) have recom¬ 
mended the setting-up of a national equity fund. This 
Committee is also of the opinion that the introduc¬ 
tion of such a fund would be a step in the right 
direction to assist the tiny and small scale sector. 
(10.9) 

2.125 The Goveinmcnl of India proposes to esta¬ 
blish a National Equity Fund to be administered by 
llie liidustrial Development Bank of India. The Com¬ 
mittee lends full support to the proposal and places 
before the Government for its consideration the fol¬ 
lowing suggestions with regard to the setting up of 
the National Equity F'und:— 

(1) In addition to new entrepreneurs establishing 
industries in tlic small scale sector including cottage 
and village industries, assistance from the fund may 
be made available to groups of entrepreneurs who 
may have organised themselves in cooperatives or 
in any other legal form including institutions regis¬ 
tered under the Societies Registration Act. 

(2) Eligibility for a.ssistancc may be widened to in¬ 
clude units going in for rehabilitation and moderni¬ 
sation of their units. 

(3) A minimum contribution from the promolor of 
not less than 5% of the project cost may be fixed so 
that he has a stake in the project. 

(4) The minimum and maximum amounts of assis¬ 
tance to be sanctioned to a single unit may be speci¬ 
fied. 

(5) Assistmicc may be non-inicrest bearing and un¬ 
secured willi 11 service charge of Iper annum which 
could accrue half-yearly and be made payable after 
an initial moratorium of three years. The repayment 
of the loan itself could be spread over a period of 
five years commencing after the term loan has been 
paid back. 

(6) Banks and linancial instilulions eligible to draw 
on the fumi may sanction limits on the basis of avail¬ 
able funds and aflcr calling for performance budget 
vvhiiii ina.y be prepaied C\eiy year. A niidi-leiin 
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loviow m;iy be uiidev-lakeii every year and iimils re¬ 
vised if necessary. 

With a view So making availabic interest tree seed 
capital to the small scale units, the Conimiltee rcconi- 
iTicnds She setting up of the National Equity Fund 
as car!)' as possible. (10.10 & 10.11) 

2. t2(i 'ihc viability and the success of the units in 
the decentralised sector very much depend upon the 
vigour with which the promoiicnai and other support¬ 
ing organisations provide support to the.se units. The 
credit institutions today do not get closely iiivolvco 
wid.i the supporting infrastructure as they may not be 
their direct clients. The Committee is convinced that 
a new philosophy of deccntrali.sed finance, new objec- 
t.v-es oi Ihis finance and a new will for this purpose 
is the prime need of this sector. (11.3 & li.4) 

2.i27 The Committee is convinced of the need to 
finance better and much more adequately both the 
.small scale sector and tiic decenlrali.sed sector and 
it agrees that as of today the financing of these sectors 
leaves a great deal to be desired. The Committee 
saw clearly that if a new .A.pex institution were to be 
cieated to support only the decentralised sub-sector, 
then the very deserving needs of a most resilient 
sub-secior, viz. the small scale industry (SSI), would 
remain less attended and the country would lo.se the 
advantage of the full development of this sub-sector. 
On the other hand, if lire Apex organisation were 
to cater to the decentralised as well as the SSI sub¬ 
sector. the former has serious apprehensions that ail 
attemion would be .snatched away by the latter and 
that the decentralised sector would continue to lan¬ 
guish. The Committee, tlicreforc. felt the need for 
itaving two separate apex insriiutions to provide 
financial, technical and organisatirmal support and 
roiinancing-—one for each of the two wings of small 
industries. These compraliend on the one hand the 
decentralised sector (which includes activities pch as 
Khadi, handloorn. .sericulture, coir, hanilicrafts etc.) 
and on the other the SS! sector comprising of units 
havitig invc.stmcnt in plant and machitrery not exceed¬ 
ing Rs. 20 laklis* and ancillaries not exceeding 
Rs. 25 lakhs*. The Committee noted that the crea¬ 
tion of a full-fledged apex instruttion whkh credit 
delivery system, refinancing ability and technical .speci- 


;tlis;r!ioit is, at best, bomrd to take lirttc and, at worst, 
dillk'uit to create, and as lire IDBl and the NABARD 
arc quite capable of niecling tire needs of the small 
scale industries and the decentralised industries r-es- 
pcctiveiy, the Committee recommends for immediate 
action, tire creation of two separate specialised apex 
units, one under the umbrella of the IDBl to support 
the SSI and the other under the wings of NABARD 
to support the decentralised industry. (11.6 & 11.7) 

2.128 The Committee agrees that any business unit 
in any category of industry must have more than 
one alternative source of finance and should m no 
case bs constrained to obtain finance from just a 
single .source. Multiple financing possibility is an 
essenl al fcatur'e of all financial intermediation rn deve¬ 
loped economics and the Committee accepts ihis 
basic p.'opositicn. Even when the, IDBl has a speci¬ 
alised unit within its fold for the sake of small scale 
industry, this apex unit should continue to provide 
financial, technical and other support to the decen¬ 
tralised sector. The same would be true of the 
specialised unit \vithin NABARD which could finance 
and .support such small scale industries as are located 
in rural areas. The Committee agrees that even¬ 
tually with experience and structural changes coming 
in society and the small scale industry as well as the 
decentralised industry more fully inbibing the indus¬ 
trial culluve, the two apex units mentioned above 
could eventually merge into an independent apex 
body. (11.8) 

2.129 The Committee has recommended elsewhere 
the fixing of financial and other targets for the decen- 
tr.rlised sector, as there is some evidence that these 
indiistrie.s do not get all the finance that they deserve. 
The Committee also recommendis earmarking of cer¬ 
tain volumes of funds for tire decentmlised anti the 
tbiy industries. Even as the fanning community has 
obtained considerable benefit from the scheme of 
lower interest rates, the que.slion of providing loans 
at lower intei-cst rates to the decentralised and the 
liny sectors should be considei'ed favourably. Some 
of Ihe disabilities of the decentralised sector, it is 
felt, could be removed if the repre.sentativcs of the 
decentralised sector could be involved in the decision¬ 
making bodies. (11.9) 


*Aricr the Ccnlral Budget oS' f‘)8,vS6 liic w wit! be R:S. ,t5 iukhs ami Rs. d." Uiklih ive.-.ccirvelj 
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VILLAd? AND SMi.Al.L INDUSTRIES 
SECTOR AN OVERVIEW 


Importance of Village and Small industries Sector in 
the National Economy. 

?..l Village and small industries are labour-inten¬ 
sive and capital-saving in nature. Their role has, 
therefore, been rightly emphasised in the Indian eco¬ 
nomy where there is a large-scale unemployment and 
under-employment. Other factors which weigli in 
favour of this s-rctor are its capacity to attract small 
savings to productive channels, short gestation period 
and iLs adaptibility to rural and semi-urban environ¬ 
ments vrliere infrastructure may not f>e fully develop¬ 
ed. The village and small industr'es sector has been 
recognised as an effective tool for providing gainful 
self-employment opportunities. These industries are 
also considered an important instrument for promot¬ 
ing rapid industrial growth by providing greater em¬ 
ployment opportunities in particular to women and 
weaker sections of society and for bringing about a 
reduction in regioi’al disparities and removal of 
economic backwardness of the iiiral and iinc'evelopcd 
to'cas of the country. 

3.2 The importance .of village and small industries 
sector in the Indian economy is evident from the fact 
that in 1979-80 the share of thi.s sector in the contri¬ 
bution made by manufacturing sector was arotmd 49 
per cent in terms of gross value of output and 51 per¬ 
cent in terms of vahte added. This sector offered 
employment opnorlunities to about 23.6 million per¬ 
sons (both part time and full time) as against 4.5 
million persons in the targe and medium sector. In 
the sphere of exports, this sector accounted for about 
45 per cent of the total exports of .manufactirrod 
goods from the country. 

3.3 The promotion of village and small iiuluslrics 
continues to be an important element in the national 
development strategy, particularly due to its lower 
capital-output ratio and higher employment ii-tensity. 
In 1979-80 the net value added per unit of investment 
in respect of organised small scale sector v.as 1.21 as 
against 0.36 in the large scale sector. Production 
per unit of iin. -dment in the small scale sector was 
8.10 as against 1.60 in the large scale sector. On an 
average an investment of Rs. 1 lakh in the small scale 
sector resulted in creating employment opportunities for 
!9 persons while for providing employment to the same 
number of persons in the large scale sector an invest¬ 
ment of Rs. 9.5 lakb.s was required. 

3.4 The important objectives set for the village and 
small indiKtries sector, like the cli.spersal of industries, 
higher capachy utilisation etc. could be better achiev¬ 
ed through increased access to credit from institutional 
financing agencies. Though the disncrsiil cf the small 


scale units away from the metropolitan ureas and 
large cities has started recently, the trend is quite 
encouraghig. A review of SSI units which Were 
registered and had gone into production in 1981 shows 
that out of a total of 68,000 units, more than 32,500 
(47"'1 vvere set up m the centrally identified backward 
.hstricts and another 7.000 (10",) in the zero-indns- 
Iry districts. Only 5^',, of them were set up m city 
areas. If artisan units are also added, the percentage 
of SS! units set up in the centrally identified back- 
v.'ard districts and zero-industry districts goes upto 
53‘',. and 12",', respectively. The capacity utilisation 
in the V.SI .sector has been estimated to be ranging 
between 45".', and 60%. There ha.s been a substan¬ 
tial increase of institiffional credit from about Rs. 250 
crores in 1973-74 to about Rs. 600 crore.s in 1979-80, 
but the share going to tiny units and village and cottage 
industries has been small by far. .According to ^ 
vey conducte-ti by the Reserve Bank of India Oi all 
the iinifs assisted by commercial banks upto June, 
1976. about 69",, of the total credit flow was availed 
of by 11'’., of the units in the small scale sector which 
accounted' for about 56",'. of production. Taking 
into account units which do not have access to insti¬ 
tutional finance the disproportionate supply of credit 
becomes very pronounced. 

3.5 The VSl sector suffers from a low level of tech- 
noioay and there is considerable scope for upgrada- 
tion' of technology without destroying the labour in¬ 
tensive nature of this sector. The problems of tech¬ 
nological upgradation, non-availability of raw materi¬ 
als of desirable quality at reasonable prices and 
lack of marketing arrangements for selling the pro¬ 
ducts at remunerative prices, deprive the artisans of 
a good part of earnings which should accure to them. 
The increased flow of institutional finance in the VST 
sector has not sufficiently covered the artisans sector 
which continues to depend for a major part of its 
ciipibal requirements on non-institulional sources 
from which the credit is available cmly at cxhorbilant 
rates of interest. 

3.6 The Committee is, therefoic, of the view that 
a distinctly sharp focus needs to be given to tiny cot¬ 
tage and village units as compared to other SSI 
units. In order to facilitate the disposal of small 
scale units away from the metropolitan areas and to 
make available adequate concessions and facilities to 
the decentralised sector the Committee feels that the 
concessions and facilities now admissible to Small 
Scale Industry (SSI) units, whh the exception of liny 
■unit's, should not be extended to new units to be set 
up in tte metropolitan areas. Tn the c-ase of other 
SS! unit'; the existing concessions should be graded 
slab-wise. 


15 
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3.7 Tlie imp(>rl;iiK'c nl' Ihis m'i Ihi- Ix'cii cmplia- 
si/cd Ijy ils iccoginliuu in (he New .’Od’oiiit Pro¬ 
gramme which lays emphasis on giving handicrafts, 
handlooms, small and village industries all facilities 
to grow and update their technology. The approach 
to the 7lh Plan also gives highest priority to the gene¬ 
ration of employment opportunities a.nd the role which 
village and small industries sector would liave to play 
in the fulfilment of this objective. A new thrust and 
directive has accordingly been given to the develop¬ 
ment of these industries by providing a suitable poli¬ 
cy frame supported by institutional arrangements and 
extension services throughout the country. 

3.8 The Industrial Policy Resolution and Statements 
made by the Government of India from time to time 
have laid great emphasis on the role of village and 
small industries. The objectives of these Resolu¬ 
tion/statements have been to promote village and 
small industries so as to generate large scale employ¬ 
ment opportunities on a dc-centralised and dispersed 
basis, to up-grade the ex'stmg skills of the artisans as 
well as the quality of the product and to step up 
production of mass consumption items. The salient 
features of the various Industrial Policy Pvcsolution/ 
Statements, as far as village and small industries sec¬ 
tor is concerned, are given below: 

Industrial Policy Resolution, 1956 

3.9 The Industrial Policy Resolution of 1956, which 
is the basic document laying down the directive prin¬ 
ciples of State Policy regarding development of indus¬ 
tries--large, medium and small—recognised the impor¬ 
tant role of small scale industries in the development 
of the national economy. In relations to some of the 
urgent problems that needed immediate attention, the 
small scale industries were recognised as offering 
some distinct advantages such as immediate prospect 
of large scale employment, mobilisation of local 
resources of capital and skills, more equitable distri¬ 
bution of the national income, etc. In view of these 
special features, the declared aim of Slate Policy, as 
enunciated in the Industrial Policy Resolution of 1956, 
was to ensure that the small industries sector would 
acquire sufficient vitality to be self-supporting and 
that its development would be integrated with the 
large scale industries. It was, therefore, suggested 
that the Government should concentrate on measures 
designed to remove the basic handicaps of small scale 
industries .such as the lack of technical and financial 
assistance, shortage of suitable working accom.moda- 
tion and the inadequacy of tooling, repairs and main¬ 
tenance facilities, etc. It was also laid down that the 
technique of production of village and small scale 
industries should be constantly improved and moder¬ 
nised, the pace of transformation being regulated so 
as to avoid, as far as po-sslblc, technological unemploy¬ 
ment. 

Industrial Policy Statement, 1977 

3.10 The main thrust of the Industrial Policy State¬ 
ment, 1977 was on effective promotion of cottage and 
small industries widely dispersed iii ripal areas anti 


small ns. Jl was sl.ak'tl th.il w hatever can be 
produced by small anti cottage industries must only 
be so produced. Reservation of spheres of produc- 
litin lor the small scale sector, identification trf tiny 
sector, launching of District. Industries Centres pro¬ 
gramme for providing all support to small units at 
one place, close coordination between development 
of large, medium and small sectors were the salient 
features of the Statement. 

liidiislrial Policy Statement July, 1980. 

3.11 The main objectives of this Industrial Policy 
Statement arc optimum utilisation of the installed 
capacity, maximising production and achieving higher 
productivity; higher employment generation; correc¬ 
tion of regional imbalances through a preferential deve¬ 
lopment of industrially backward areas; strengthening 
of the agricultural base bv according a preferential 
treatment to agro-based industries and promoting 
optimum inter-sectoral relationship; faster promotion 
of export-oriented and import substitution industries; 
promoiin'T economic federalism with an equitable 
spread of investment and the dispersal of returns 
amongst widely spread over small but growing units 
in rural as well as urban areas; and, consumer prot.ee- 
tion against high prices and bad quality. 

.Sull 5 -.sectors covered under the village andl small indus¬ 
tries 

3.12 The village and small industries sector com¬ 
prises a wide spectrum of industries covering activities 
like handlooms, handicrafts, khadi, village and cottage 
industries, sericulture and coir on the one hand and 
modern small scale industries on the other. Modern 
small scale industries have been defined with reference 
to investment in plant and machinery. According 
to the present definition all those units whose invest¬ 
ment in plant and machinery does not exceed Rs. 20 
lakhs (Rs. 25 lakhs in the case of ancillary industries) 
fall in the category of small scale industries. Since 
the definition of small scale industries does not pres¬ 
cribe any lower investment limit, even activities such 
as handloom.s, handicrafts, sericulture, coir, power- 
looms, khadi, village and cottage industries where the 
investment in fixed assets may be a few thousand 
rupees only, are covered by this definition. Defini¬ 
tions of small scale indirstries. ancillary industries 
and liny units as given below have bc'en adopted by 
the Government of India. 

Small Scale Industries 

Undertakings having investment in plant and 
machinery whether held on ownership terms or by 
lease or by hire purchase not exceeding Rs. 20 lakhs. 

Andllary industries 

Undertakings having investment in plant and machi¬ 
nery whether held on ownership terms or by lease or 
by hire purchase not exceeding Rs. 25 lakhs and 
engaged in;— 

(a) the manufacture of parts, components, sub- 
a.ssemblies, toolings or intermediates, or 
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(b) the rendering of services and supplying or 
proposing to supply or render 50 V', of their 
production or the total services, as the case 
may be, to other units for production of other 
articles : 

Provided that no such undertakings (i.e. small 
scale industry or ancillary industry) shall be a subsi¬ 
diary of or owned or controlled by any other under¬ 
taking. 

Tiny Units 

Undertakings having investment in plant and maehi- 
nery not exceeding Rs. 2 lakhs. 

3.13 There is need to focus special attention on the 
development of small service establishments, khadi 
and village industries, handicrafts and handlooms. 
The definitions of these activities as in vogue are 
given below:— 

Small Service Establishments 

Establishments/Enterprises engaged in personal or 
household services in rural areas and towns with a 
population of 5 lakhs or less and having investment 
in plant and machinery not exceeding Rs. 2 lakhs. 

Khadi and Village Indtistrm 

‘Khadi’—Any cloth woven on handlooms in India 
from cotton, silk or woollen yarn handspun in India 
or from a mixture of any two or all of such yarns. 


‘Village Industries’—All those industries which have 
been included in the Schedule to the KV! Act arc 
known as village industries. 

ilandicraffs 

All articles which are made by hand or with the 
aid of small mechanical devices and are artistic in 
nature either by way of art-work or form, shape or 
design are taken as handicrafts. 

Handlooms 

Handloom is a loom for weaving of cloth by using 
yarn made of any fibre singly or in blends and used 
manually without the aid of power. 

3.14 In order to link the investment criteria with 
the definition of village and cottage industries, it is 
recommended that for purposes of concessional 
finance, criteria based on investment per artisan should 
be adopted for village and cottage industries. 

3.15 The village and cottage industries are general¬ 
ly artisan based, located mostly in rural and semi- 
urban areas, involving lower levels of investment in 
machinery and equipment and provide both full and 
part time employment. The modern small scale 
industries on the other hand use largely power-operat¬ 
ed machinery and equipment with sophisticated tech¬ 
nology. In recent times, more and more modern 
small units are getting registered in backward areas 
as may be seen from the data given below: 


Statement showing! new Small Scale Units rettistered during 1979, 1980, 1981 and \ 9i2 in backward districts, in and around metropolitan cities 

and towns having population more than 10 lakhs. 


SI. 

No. 

Description 

1979 

1980 

1981 

1982 

1. 

Units registered in Cenlraily backward districts ....... 

22341 

(43-6) 

26953 

(43-5) 

32573 
(47- 3) 

33970 

(47-6) 

2. 

Units registered in and around metropolitan cities and towas having population more 
than to lakhs according to 1981 Census. 

6545 

(12-8) 

7187 

(II-6) 

7223 

(10-5) 

6527 

(9-2) 

3. 

Units registered in otlter districts. 

22396 

(43-6) 

27862 
(44- 9) 

29010 

(42-2) 

30868 

(43-2) 


Total • 

51282 

(100) 

62002 

(100) 

68806 

(100) 

71365 

(100) 


3.16 For convenience of analysis and understanding, 
in this Report the Committee deals generally with 
the village and small industry (VSl) sector as a whole, 
or with the following two sub-sectors or components 
of VSI: 

(a) Small Scale Industry Sector ("with plant and 
machinery upto Rs. 20 l,akhs, or in the case 
of ancillaries upto Rs. 25 lakhs). 


(Within the small scale industry sector, units 
with less than Rs. 2 lakhs value of plant and 
machinery are sub-classified as the tiny sector). 

(b) Decentralised Sector: 

(i) Khadi and Village Industries (including 
handlooms, handicrafts, coir, sericulture 
etc.) 

(ii) Village artisans. 


4—2 PC/ND/S7 
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INSTITUTIONAl, STRIJCI lJUF, FOR 
FINANCING OF VSl SFCTOR 


Apex Level Institutions 

4.1 The institutional structure for the flow of credit 
to Village and Small Industry (VSl) sector comprises 
two institutions at the apex level viz. Industrial Deve¬ 
lopment Ba.ik of India (IDBl) and National Bank 
for Agriculture and Rural Development (NABARD). 
The primary credit institutions arc commercial banks, 
regional rural banks, cooperative banks and State 
Financial Corporations. They all work under the 
overall guidance of the Reserve Bank of India. An 
organisational chart of the institutions providing 
finance to VSl sector is given at Annexure-II A. 

Broad Objectives 

4.2 The policy thrust of the apex financial institu¬ 
tions has been to evolve suitable programmes/schemes 
as well as to increase the net-work of primary credit 
institutions that artisans, village and cottage indus¬ 
tries. tiny units and other small-scale units have access 
to in.stitutional finance. 

Reserve Bank of India 

4.3 The Reserve Bank of India controls and regu¬ 
lates the activities of the banking system, frames and 
regulates credit policies to ensure adequate flow of 
institutional assistance to various sectors consistent 
with the socio-economic objective of the Government. 
RBI also provides resource support to IDBI and 
NABARD. 

Indu>:trial Development Bank of India 

4.4 IDBFs assistance to VSl sector is channelised 
through the net-work of primary lending institutions 
under its Refinance Scheme, Bills Rediscounting 
Scheme and Seed Capital Scheme. It also provides 
resource support to National Small Industries Corpo¬ 
ration for its lending to small scale sector. IDBl 
operates .schemes which extend financial assistance at 
concessional rate of interest to the units in the VSl 
sector covered under Credit Guarantee Scheme. 

4.5 Assista.nce disbursed by IDBl to primary cre¬ 
dit institutions under its scheme of Refinance to SSI 
units recorded a significant increase from Rs. 101 
crores in 1978-79 to Rs. 338 crores in 1983-84 regis¬ 
tering a more than three-fold increase. The share of 
SSf units in total disbursements of IDBl increased 
fron' 15.3V in 1978-79 to 17.4% in 1983-84. The 
network of eligible primary lending in.stitutions has 
been raised to 826 which includes State Financial 
Corporations (SFCs)/Statc Industrial Development 
Corj'ji^rations (SIDCs), commercial banks. Regional 


Rural Banks (RRBs), State Co-operative Banks, 
Central Co-operative Banks and Urban Co-operative 
Banks. TDBI extended in December 1983 its re¬ 
finance facility to cover bridge loans granted by 
SFCs/SlDCs pending finalisation of loan documenta¬ 
tion. The assistance availed by the small scale sec¬ 
tor under the Bills Rediscounting Scheme was negli¬ 
gible prior to 1977-78. Dowever, with positive 
clTorts on the paid of IDB! mainly througii favoura¬ 
ble rediscount rates offered for units in this sector 
and allocation of special limits by IDBl to commer¬ 
cial b.anks for exclusive use by smafi--:calc sector, 
there has been considerable increase in the flow of 
assistance over the last five yea’s. Assistance under 
the Bills Rediscounting Scheme increased from Rs. 4 
crores in 1977-78 to Rs. 118 crores in 1983-84 reveal¬ 
ing greater use of tltese schemes by small enterprises. 
The Seed Capital Scheme was introduced in 1976 
with the prime objective of providing a.ssistancc on 
liberal terms mainly to first generation entrepreneurs 
with requisite trails and skills but without adequate 
resources of their own for setting up industrial pro¬ 
jects. Assistance under the scheme has been rising 
rapidly in recent years, particularly after certain 
liberalisations were effected in 1981. During 1983- 
84, sanctions and disbursements under the scheme 
aggregated Rs. 12 crores and Rs. 8 crores respectively. 
Cumuia.tive sanctions and disbursements under the 
scheme upto the end of June 1984 stood at Rs. 30 
crores (464 projects') and Rs. 16 crores respectively. 

4.6 Besides financial assistance. IDBl has evolved 
dilTerent promotional .schemes for the development of 
VSl sector. In conformity with the industrial poli¬ 
cy and in order to augment flow of credit to VSl sec¬ 
tor, particidarly to decentralised sector, IDBl form.u- 
lated in February 1979, the Composite Loan Scheme. 
During the year 1983-84, an assi.stance of Rs. 7 crores 
under the Composite i-oan Scheme was sanctioned 
to 8,464 village and cottage units towards their fixed 
and working capital requirements. Since introduc¬ 
tion of the .scheme in IVbrutiry 1979, total assi.stance 
sanctioned upto ih.c end of .lime 1984 amounted to 
Rs. 40 crores covering 52.973 units. IDBT also 
simplified its procedure for sanctioning/disburscmciit 
of assistance to primary credit institutions. For 
example, assistance lutto Rs. 5 lakhs per proposal 
under Refinance Scheme has been covered under the 
Automatic Refinance Scheme. The scheme has been 
streamlined further recently to make it mmre effective. 
Cth-er loan proposals arc being accorded expeditious 
sanctions under suhable delegated authority and only 
larger loan proposals are cleared by Regional Com¬ 
mittees con.stitulcd for this purpose. IDBl has 
evolved a .scheme for extending refinance assistance 
on concessional rates under its Relief Refinance Faci¬ 
lity to units affcL'Icd by natmai calamity. IDBl has 
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aisii cvulvcci a special sclicitie lot' assistaiKc to intlus- 
Irial estates. Dining I','83-84, IDHI sanctioned^ re- 
(inance assistance of Rs. 25 crores in respect of 83 
industrial estates. Since 1973-74, when IDBI started 
financing industr'al estates upto the end of June 1984 
the total refinance assistance saneiioneil to industrial 
estates aggregated Rs. 98 crores in respect of 504 in¬ 
dustrial estates- 

4.7 The Committee observed liuU IDHl ha,s evolved 
special schemes lor (inuncing smailiM'/rural industrial 
estates on concessional terms, to enable the village 
and cot- i-vj-etr'es sector to set up small units. 
However, the rcspon.se to such schemes has not been 
satisfactory. The IDBl may examine the causes of 
poor response and take remedial measures. 

4.8 fn January 1984, IDBl has formulaled two 
special schemes for assisting modernisation require¬ 
ments of VSl units and rehabilitation of sick VSl 
units. 

4.9 Apart from various forms of financial assis¬ 
tance, IDBl has also evolved a variety of promotional 
schemes to assist small-scale entrepreneurs. It plays 
an important role in making available non-financial 
inputs for promotion, planning and executions of pro¬ 
jects as also improving the management of industrial 
enterprises and institutions engaged in this field. Its 
promotional activities aim at upgradalion of institu¬ 
tions, identification and development of entrepreneurs, 
balanced regionai development, upgradation of tech¬ 
nology, promotion of rural industries and creation of 
self emplo; men' opp-vinnitics for the weaker seclh>ns. 
These activities arc suppjiLed mainly by the Techni¬ 
cal Assistance Fund (TAF) instituted in 1977. IDBl 
has further enlarged the scope of the promotional 
activity to cover such new areas as adoption of deve¬ 
lopment blorier for integrated rural development, 
application of improved indigenous technology, and 
the setting up or science and technology parks. 

4.10 IDBl aion.gwitJi other all-fndia financial insti¬ 
tutions have so far sponsored 15 Technical Consul¬ 
tancy Ci'eanisat'ions (TCOs). The TCOs provide 
wide spectrum of consultancy services at moderate 
charges to small and medium e.Urepreneiirs, especial¬ 
ly the new ones, govt, departments, coirmercial banks 
and State level financial institutions and also other 
agencies engaged in industrial promotion and deve¬ 
lopment. 

4.11 For encouraging growth of new entrepreneurs, 
IDBl provides its active support to Entrepreneurship 
Development. Programmes (EDPs) through TCOs, 
banks and other agencies. Cumulatively upto the 
end of June 1984. IDBl provided assistance of Rs. 50 
lakhs to 272 EDPs benefiting over 6,000 entrepreneurs. 
A notable feature of entrepreneurial development 
activity during 1983-84 was the importance attached 
to EDPs for speciiic target groups like women entre¬ 
preneurs with background in .science & Technology, 
cnlre(>reiK’ur.s from Irihal eoinmimiiies and other ilis- 
advantuged groups. IDBl along'vvil!i oilier ali-lnilia 


financial institutions and SB! have set up Entrepre¬ 
neurship Development Institute of India (LDll) as 
the principal agency for entrepreneurship develop¬ 
ment, training of trainers/motivalors running model 
training programmes and undertaking research in this 
field. During 1983-84, IDBl constituted an Advi¬ 
sory Group to suggest steps required for development 
of informal sector as part of Bank’s contribution 
towards the Integrated Rural Development Pro¬ 
gramme. Based on the suggestions of the Group, 
IDBl requested TCOs to adopt at least one block 
within their jurisdiction for innovative identification 
of rural industrial projects, and also suggest improve¬ 
ment in the functioning of existing industrial units by 
infusing improved technology, design and process. 
Efforts are being made by IDBl to identify voluntary 
organ sations and other agencies for undertaking 
rural development programmes. Recognising the 
need for creation of self-employment opportunities for 
the disabled and handicapped persons, IDBl provides 
support to voluntary agencies with proven record to 
set up production-cum-lraining centres and conduct 
vocational training programmes for the benefit of 
entrepreneurs belonging to this category. 

National Bank for Agriculture and Rural Develop¬ 
ment 

4.12 National Bank for Agriculture and Rural 
Development (NABARD) was set up on July 12, 
1982. NABARD took over the functions of the 
erstwhile Agricultural Refinance and Development 
Corporation (ARDC) and refinancing functions of 
RBI in the sphere of rural credit. In case of State 
Co-opc'-'alive Banks and Regional Rural Banks, 
NABARD has been the refinancing agency for the 
entire rural credit system within the population limit 
of 10,000. NABARD provides assistance by way 
of refinance to artisans, village and cottage industries 
and other allied activities. From December 1983, 
NABARD has extended refinance facilities to eligible 
banks (state co-operative banks as well as commer¬ 
cial banks including RRBs) for their term lending for 
modernisation of looms, construction of work sheds 
and establishment/renovation of emporia of apex 
weavers’ societies and Handloom Development Cor¬ 
porations. 

4.13 NABARD has constituted task forces on 
various sub-sectors of decentralised industries viz., 
khadi & village industries, handicrafts, handlooms, 
sericulture, coir etc. After consideration of the 
various reports of the task forces, the Committee sug¬ 
gests that the task force reports should be examined 
expeditiously and recommendations implemented suit¬ 
ably to give a thrust to the flow of credit to the afore¬ 
said sub-sectors. 

4.14 Important policies and programmes operated 
by NABARD for extending financial as.sistance to VSl 
sector are given below; 

(a) Handloom Industry 

4.15 NABARD provides aceommoJalion to Slate 
Co-operative Banks at concessional rale i.e. 2 ^% 
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bdow the bank rate for financing af^x/regional 
weavers’ societies in respect of working capita! require¬ 
ments for procurement and marketing of cloth- Ini¬ 
tially, the scheme covered only handloom weavers 
societies and was subsequently extended to silk and 
woollen handloom weavers societies as well as to 
powerloom and polyester handloom weavers societies. 
Tire State Co-operative Banks are also provided assis¬ 
tance for financing apex/regional rural societies for 
trading in yarn. Assistance for working capital is 
extended by way of credit limits sanctioned on an 
annual basis. Refinance facilities are also available 
to State Cooperative Banks (SCBs) through Central 
Cooperative Banks (CCBs) for financing weavers and 
other rural artisans engaged in any of the approved 
22 broad categories of cottage and small scale indus¬ 
tries through Primary Agricultural Credit Societies 
(PACS)/Large-Sized Agricultural Multi-Purpose Socie¬ 
ties (LAMPS)/Farmers Service Societies (FSS). This 
is being done to ensure that artisans covered in the 
rural and semi urban areas and who cannot form 
individual cooperative are also covered. However, 
the off-take of concessional credit has been very poor. 

4.16 The extent of credit made available by 
NABARD for the handloom industry is indicated 
below: 


(Rs. crorcs) 


Purpose 

Limits sanctioned 

Outstanding 


1981-82 

1982-83 

1981-82 

1982-83 

1. Production and 
marketing of 
handloom pro¬ 
ducts. 

97 

145 

57 

116 

2. Trading in yarn 

10 

9 

NA 

NA 


As regards the refinance for term lending introduced 
in December 1983 for handloom industry, banks are 
yet to avail of the assistance beina provided by 
NABARD. 

(b) Small Scale Industries 

4.17 Twenty two broad groups of cottage and 
small scale industries (other than handlooms) have 
been considered as eligible industries for accommo¬ 
dation for financing their production and marketing 
activities. This accommodation is provided by 
NABARD to SCBs on behalf of CCBs for financing 
industrial cooperative societies against the necessary 
guarantee from the state governments. However, 
very little accommodation has been availed of by 
CCBs on behalf of industrial cooperatives. During 
1982-83 the limits sanctioned to seven SCBs for the 
purpose aggregated Rs. 1.54 crores.only. 

(c) Coir Industry 

4.18 Refinance facility is also provided by NABARD 
for financing working capital requirements of coir/ 
malting cooperative societies in Kerala. 


(d) LSI! component under IRDP 

4.19 NABARD provides refinance facilities to 
financing institutions (commercial bank, RRBs and 
SCBs) to the extent of 90";', of the loans given by 
them for Industry, Service & Business (ISB) compo¬ 
nent under Integrated Rural Development Programme 
(IRDP) subject to the conditions that the bank loan 
net of subsidy should not exceed Rs. 10,000 per bene¬ 
ficiary. This assistance is being provided on the 
pattern of refinance for agricultural and allied activi¬ 
ties in IRDP. The banks have only to forward the 
prescribed application forms duly filled in either 
monthly or quarterly and there is no need for formu¬ 
lation of individual schemes by them for drawal of 
refinance. 

(e) Sericulture 

4.20 At present, NABARD provides refinance to 
banks against their term lending for sericulture acti¬ 
vities comprising mulberry cultivation, rearing of 
cocoons and purchase of appliances. Thus, refinance 
assistance being extended by NABARD covers acti¬ 
vities upto production of cocoons. Reeling and 
twisting yarn by setting up of units for the purpose 
may be covered in the future, in the light of the 
recommendations of the Task Force on Sericulture. 

4.21 If may be observed from the above that re¬ 
finance facility by NABARD is mainly for working 
capital requirements except in the case of sericulture 
and handloom industry. Further greater impetus is 
being given only for artisans and others engaged in 
industrial activities in the rural areas and are within 
the cooperative fold. 

Role of Primary Lending InsfituHonii 

4.22 The groups constituted by the Committee 
during their visit to various centres dealt with the 
issue whether the institutional structure for extend¬ 
ing finance to VSI sector at the grass root level is 
considered adequate or not. By and large, the net¬ 
work of banking system has spread in line with the 
needs of institutional finance of this sector. How¬ 
ever, there is scope of further improvement in the 
functioning of the existing credit delivery mechanism 
at the grass-root level so that fiow of credit to the 
VSI sector increases in the next decade or so. Among 
the primary credit institutions, cooperative banks and 
RRBs mainly provide credit for agricultural and 
allied activities. Their share in industrial advances 
is nominal except in respect of handloom weavers. 
This is due to the fact that within the village and 
cottage industries. Primary Co-operative Societies 
have been active particularly in respect of handlooms 
in certain States. Another healthy trend in respect 
of handlooms is the active role being played by some 
of the State Handloom Development Corporations to 
organise weavers outside the cooperative fold so that 
all support services are provided and institutional 
finance is arranged through the banking system. 

4.23 The growth of indust.n'al cooperatives has 
been rather tardy and a large number of industrial 
cooperatives are dormant. There are 30,000 indus- 



21 


trial cooperative societies in the KVT sector. There 
is need for an in-depth study and appropriate classi¬ 
fication of dormant and active industrial cooperatives. 
Based on the study, there is imperative need to acti- 
vise the dormant societies and take steps to accelerate 
flow of credit. RBi has taken up this matter with 
various State Govts, time and again and yet the 
progress in reactivating dormant industrial coopera¬ 
tives has been rather slow. The Committee reiterates 
the need for activating/promotion of industrial co¬ 
operatives so that the artisans could organise them¬ 
selves t'o get various support services including credit 
from the cooperative banking system. 

4.24 Regional Rural Banks (RRBs) were set up 
pursuant to RRBs Act, 1976 with a view to providing 
institutional finance to agriculture and other sectors 
of economy, paricularly to the weaker sections. 
RRBs have been conceived as an institution which 
combines the local feel and familiari’y with rural 
problems and an organisation with bu.'. ness-like out¬ 
look which the commercial banks po.ssess. The 
RRBs in tune with their image as an 'nslitn'ii'n to 
cater to the needs of the weaker sccti.ins have few 
levels in their heirarchy as compared to other schedul¬ 
ed commercial banks. RRBs are district level orga¬ 
nisations and their operations are confined to the 
districts which are designated as their command 
area. There has been an impressive growth in the 
spread of RRBs and the plan is to further expand 
their net-work to cover more area,?. RRBs have by 
and large confined their lendings to agriculture and 
allied activities. 

4.25 The Committee is of the view that RRBs be 
made an integral part of .m effective delivery system 
for increasing credit flow lo individual artisans and 
village/cottage industries. The Branch Managers 
of RRBs should be empowered to sanction loans upto 
Rs. 25.000/- (Composite Loan Scheme). However, 
where bulk advances are required by registered insti¬ 
tutions and State KVl Boards in c.xcess of Rs. 25,000/- 
the credit needs shall be met through the commercial 
banks. 

4.26 Organisational structure of RRBs, particulaily 
at branch level should be .suitably strengthened so 
that their share of lending to village and cottage in¬ 
dustries records a gradual increa.se over t)\e years. 

4.27 There is need for effective coordination and 
integration of efforts between commercial banks 
and RRBs in respect of their lending operations to 
village and cottage industries. The Committee is of 
the view that RBI. IDBI and NABARD should work 
out modalities of such cooperation for promoting 
credit flow in an integrated manner to village, cottage 
and tiny units, including (raining of RRB officers. 

4.28 Commercial banks mainly cover, in their 
lending operations to VSl sector, organised small 
scale industries and to a limited extent village and 
cottage industries. The experience of commercial 
banks, so far as financing of village and cottage indus¬ 
tries is concerned, is from Seventies onwards. How¬ 
ever, they have done pioneering work in extending 


credit lo organised small scale industries after State 
Bank ol India was set up in 1955 and .subsequently 
lullowing nationalisation of major commercial banks 
in 1969. The Committee after examining the view 
points expressed by different organisations, is of the 
view that having regard to the role that the commer¬ 
cial banks arc expected to play in, promotion of village 
and small industries, the present organisational struc¬ 
ture needs lo be considerably strengthened at various 
levels in general and at branch level, in particular. 
There are considerable implications of this suggestion, 
since strengthening of commercial banks branches at 
field level will involve administrative cost which 
might re.su]t in further erosion of bank's profitability, 
i hcrefore, the Committee is of the view that the net¬ 
work of the banking system at the grass-root level 
needs too be better planned. There is an urgent 
need for coordination among the different banks, so 
as to achieve Ihe overall national objective of larger 
credit flow to village and cottage industries at mini¬ 
n'urn cost. The coordination between different 
t anks will be in the sphere of demarcation of opera¬ 
tions and other related aspects so as to bring a larger 
segment of village and cottage industries within the 
fold of e.xisting institutional structure. 

4.29 [n this context, the importance of Lead Bank 
Scheme evolved by RBI following nationalisation of 
banks may be stressed. Tlic Lead Bank Scheme 
has recently been reviewed by a Working Group of 
RBL The lead bank has played an important role 
in preparation of credit plan of the districts and its 
follow-up for effective implementation. The credit 
plans need to be more effectively coordinated/dove¬ 
tailed with the L'hslrict Development Plans and the 
District Administration has to provide basic support 
so tiiat the plan is properly formulated and systema¬ 
tically implemented. The thrust of the District Cre¬ 
dit plan is more on agricultural and allied activities 
rather than on village and small industries. There 
is necti for preparation oi detailed credit plan for VSI 
sector .and participating banks have to play a signifi¬ 
cant role m sharing the credit requirements of the 
districts so far as. they relate to village and small in- 
dustrie.s sector. The success of the District Credit 
Fian will depend on effective coordination between 
letici hanks which v/ill represent the banking institu¬ 
tions, promotional agencies and local administration 
which will be responsible for support services of 
various kinds on behalf of the State and other agen¬ 
cies. 

4.30 1 he Committee is of the view that among the 
primai'y credit institutions at the grass-root level, co¬ 
operative banks and RRBs should increase their lend¬ 
ing to village e.iid cottage industries. The commer¬ 
cial batiks ;i!Ki STCs should not only continue to 
c.xLnd credit to organised small scale industries in¬ 
cluding tiny sector and village industries, but take 
])ositivc steps to promote furUier flow of credit to 
village, cottage and tiny sector for which specific tar- 
gcls may be fixed. 

4.3! The recommendations of the Committee relat¬ 
ing to institutional structure at the apex level are 
given in Chapter XI. 



CHAPTER V 


CREDIT POLICIES OF THE BANKS AND THE 
FINANCIAL INSTITUTIONS IN RESPECT 
OF THE VSI SECTOR 


5.1 In accordance with the Industrial Policy Resolu¬ 
tion/Statements of Government of India due impor¬ 
tance has been accorded, to the Village and Small 
Industries (VSI) Sector while formulating policies re¬ 
lating to institutional finance. The VSI sector falls 
within the category of the ‘priority sector’ identified 
by the Reserve Bank of India for institutional finance. 
The Working Group on Role of Banks in implemen¬ 
tation of the New 20 Point Economic Programme 
(Ghosh Working Group) constituted by the RBI in 
March, 1982 has again examined the concept of the 
priority sector, particularly in the context of the pro¬ 
vision of institutional finance under this programme. 
The Working Group has considered various aspects 
of the small-scale industi 7 within the priority sector 
and recommended that there is no need to suggest any 
change in the criteria being followed for identifica¬ 
tion of beneficiaries under small-scale industry. How¬ 
ever, the spectrum of village and small industries is 
large and diverse and therefore it would be useful to 
identify sub-sectors of VSI sector like the decentarlis- 
ed sector and organised small-scale industries in rela¬ 
tion to the policy relating to priority sector lending 
by banks and financial institutions. 

5.2 According to the policy formulated by RBI in 
consultation with Government of India, banks have 
been advised to raise the proportion of their lendings 
to the priority sector of 40% of the total lendings by 
March 31, 1985. Within the priority sector, agricul¬ 
ture and small-scale industry constitute two major 
sub-sectors accounting for about 81% of the total ad¬ 
vances under this sector. While separate sub-targets 
have been fixed for direct finance to be extented by 
banks to agriculi.tre (including allied activities) no 
separate sulj-target has been fixed for small-scale in¬ 
dustries. However, artisans and village and Cottage 
industries enjoying credit limits upto Rs. 25,000 have 
been classified as belonging to the weaker sections 
along with certain other categories of borrowers. It 
has also been stipulated that bank advances to the 
weaker section should reach a level of 25% of the prio¬ 
rity sector advances or 10% of total bank credits by 
March 31, 1985. 

5.3 Within the VSI sector, limited institutional 
finance has been used by village and cottage units 
which account for the’bulk of the entrepreneurs in 
this sector. With a view to bringing this sector with¬ 
in the fold of institutional finance, a inajor policy 
thrust needs to be given so as to provide a sharp 
focus to this sub-sector. In this context, the Cotn- 
mittee recommends that the Reserve Bank of India 
may fix sub-targets for this sub-sector of the VSI 
sector. 


5.4 The other important policy parameters laid 
down for the priority sector advances are; 

(i) Credit-deposit ratio of banks in rural and 
semi-urban areas should not be less than 
60%. 

(ii) A target of 1% outstanding advances as at 
the end of the previous year has been fixed 
for advances under the Differential Rate of 
Interest (DRI) Scheme. 

(iii) Within (ii) above, not less than 40% of 
advances should be given to SC/ST entre¬ 
preneurs and not less than 2/3rd of advances 
should be routed through rural and semi- 
urban branches. 

(iv) Within the overall target fixed for the prio¬ 
rity sector, a significant proportion may be 
allocated to the beneficiaries under the New 
20 Point Economic Programme. 

5.5 On an overall basis, most of the banks in the 
rural areas have achieved the stipulated credit-deposit 
ratio of 60%. The Committee recommends that suit¬ 
able steps be taken by the Reserve Bank of India to 
achieve the stipulated minimum credit-deposit ratio 
in rural areas. 

5.6 In regard to semi-urban areas, on an overall 
basis, performance in terms of credit-deposit ratio is 
around 51'lo- The Committee recommends taking of 
corrective measures by the Reserve Bank of India to 
achieve the minimum stipulated credit-deposit ratio 
of 60% by all banks. 

5.7 Under the Differential Rate of Interest (DRI) 
Scheme, overall performance by the banking institu¬ 
tions is around 1.1% of the outstanding advances as 
at the end of 1982. The Committee recommends that 
suitable remedial measures be initiated by the Reserve 
Bank of India so that the banks which are lagging 
behind also achieve the limits laid down. 

5.8 There are a number of schemes and programmes 
under which institutional finance is made available to 
the VSI sector. Government of India has taken a 
major initiative for alleviating poverty in the country 
by time-bound implementation of Integrated Rural 
Development Programme (IRDP). IRDP has been 
extended to all the blocks of the country with effect 
from October 2, 1980 and it is envisaged as one of 
the major instruments for raising the income of the 
poorer sections of the population. The objective 
under the programme is to provide assistance to iden¬ 
tified f.amilies for raising their incomes to a level 
which will bring them above the poverty line. The 
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target group under this programme consists of Sche¬ 
duled t'/gstes 'Schcdulrd Tribes tSt 'STl, rijral arisair-, 
agricultural labourers, small and marginal farmers and 
others who are living below the poverty line. Fami¬ 
lies with an annual income below Rs. 3.500 are eli¬ 
gible under ihe programme. It is intended to provide 
such I'atnilies, assistance in the form of subsidies and 
loans to enable them to take up viable economic acti¬ 
vities which, would generate additional income. The 
target is to assist on an average 600 families per 
block, it is further envisaged that out of 600 families 
identified in each block, 200 families may be assisted 
under the component termed as Tndustry-Service- 
Business' (ISB). 

5.9 The National Bank for Agriculture and Rural 
Development (NABARD) has formulated a scheme 
for extending refinance facility under the ISB com¬ 
ponent of IRDP from January 1983. The trend in 
the assistance under this activity in the first half year 
of its operation (Annexure-III) reveals that the bulk 
of assistance under ISB component in some of the 
States has gone to business activities. There is need 
for a proper balance between the three components 
so that the industry and service components also get 
adequate financial assistance from institutional sources. 

5.10 In this context, the Committee has examined 
in detail the problems at the grass root level for iden¬ 
tification of beneficiaries under IRDP. It is clear that 
the agencies at the grass-root level need to reorient 
their policies significantly so that the beneficiaries are 
identified in a systematic manner and bankable 
.schemes are formulated. 

5.11 District Rural Development Agencies (DRDAs) 
have been designated as the co-ordinating agencies 
for implementation of the IRDP. The IRDP covers 
a large and diverse type of schemes. Government of 
India has already set up District Industries Centre 
(DIC) at the district level for implementation of In¬ 
dustrial Development Programmes. DICs have also 
been designated as nodal agencies for implementation 
of the scheme for employment to educated unemploy¬ 
ed youth which also covers ISB component. The 
committee recommends that there is scope for further 
strengthening of co-ordination between the DICs and 
the DRDAs for effective implementation of ISB com¬ 
ponent of IRDP. Further, the Committee recommends 
that both Die and DRDA must have an officer each 
cxclu.sivcly dealing with small, village and cottage 
sector industries where such placements have not yet 
been done. This would facilitate proper identifica¬ 
tion of beneficiaries and schemes to promote balanced 
growth under ISB component of IRDP. 

5.12 The Committee has also noted that small 
entrepreneurs at time have to encounter a variety of 
problems due to lack of effective co-ordination bet¬ 
ween DICs/DRDAs and banks. The problems arise 
mainly at the pre-investment staqe of the loan propo¬ 
sals. Loan nroposals .sponsored by DICs/DRDAs 
are sometimes not approved by the banks due to 
doubts raised by the Branch Manager regarding viabi¬ 
lity of i!i‘j scheme and/or capability of the entre- 
prenuer. The Committee finds (hat DICs/DRDAs 


arc primarily responsible for formulation of viable 
.sebenit's The proposals should be discussed by 
DICs/DRDAs with the concerned banks before they 
are forwarded to the banks. This brings into focus 
the need for streuathening co-ordination between 
DICs/DRDAs .ind'^the banks. The Committee is ol 
the view that in cases of rejection of loan applications, 
a Committee consisting of representatives of DIC. 
DRDA and the lead bank should review the reasons 
for rejection and assist in the preparation o! a viable 
scheme. 

5.13 The Committee recommends that NABARD 
should undertake a quick review of assistance under 
ISB component and initiate remedial measures to 
rectify the imbalance mentioned earlier noticed in 
respect of lending under this component. The Com¬ 
mittee is also of the view that there is need for build- 
ina up an effective monitoring mechanism by 
NABARD in this regard. 

5.14 Discussions with various organisations connect¬ 
ed with promotion of VSI sector reveal the need for 
reorienting the attitude of bank personnel as well as 
of promotional agencies. The attitudinal changes can 
be brought about by way of intensive training pro¬ 
gramme with appropriate behaviourial inputs. The 
Committee recommends that following steps need to 
be initiated in this regard urgently. 

(i) Training capacity in _ institutions/centres 
should be effectively utilised and where neces¬ 
sary, enhanced. 

(ii) The course content of the programme should 
give greater emphasis to motivational and 
behaviourial aspects. 

(iii) Number of programmes and their frequency 
should be increased. 

(iv) There should be appropriate training of 
trainers. 

5.15 The bank Branch Manager is central to the 
success of developmental efforts, including promotion 
of flow of credit to VSI Sector. Apart from training 
and motivation suggested above, there is need to link 
the career advancement to the contribution made by 
the officer in promoting flow of credit to the afore¬ 
said sector. The Committee recommends that besides 
other parameters, the performance of the officer should 
be judged in terms of initiative taken in extending 
coverage to VSI sector. Employee Appraisal System, 
where necessary, should be modified accordingly, 
keeping in view the risk of failure inherent in lend¬ 
ing under this sector, particularly when financial as- 
si.stance is to be provided to weaker section without 
security for activities where viability may depend to 
a large extent on factors beyond the control of the 
borrower. In short, the innovative and constructive 
role of a Branch Manager should, be given due 
weightage while appraising his performance. 

5.16 In India, branch of a bank is viewed as an 
independent profit centre. With emphasis on priority 
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sector/weaker section/DRI lending, the profitability 
of a branch vis-a-vis the cost of funds made available 
by Central/Head Office is advci scly aifectcd in most 
of the cases. This can have a sagging effect on branch 
profitability and act as a deterrent to promoting flow 
of credit to VSl sector. The Committee recommends 
that ‘Transfer-Price-Mechnism’ operating in various 
banks should be given a fre.sh look in order to build- 
in an element of incentive, if not already there, to 
keep the Branch Manager motivated for playing his 
role in increasing flow of credit to artisans, village/ 
cottage industries, tiny and SSI units. 

5.17 The Committee has examined the role of 
Credit Managers in the DICs. When the DIC scheme 
was launched Credit Managers were deputed from the 
banks. Reserve Bank of India in consultation with 
Govt, of India have decided, as envisaged in the origi¬ 
nal scheme, gradual withdrawal of Credit Managers 
who were deputed from the banks. This process has 
been initiated and in majority of States, Credit Mana¬ 
gers from the banks have been withdrawn. A view was 
expressed in the Committee that Credit Managers may 
be continued to be deputed from the hanks to the 
DICs so that effective linkage between promotional 
agencies and banking institutions is maintained. 
Reserve Bank of India ~has already advised the banks 
to provide training facilities to the officials posted 
by the State Governments as Credit Managers in 
DICs. State Bank of India and IDBI have already 
conducted some training programmes in this regard. 
The Committee is of the view that the State Govts, 
should take necessary steps to post Credit Managers 
to the DICs where they have been withdrawn by the 
lead banks so that the programme of assistance to 
VSI sector does not suffer. 

5.18 The Committee is of the view that there is 
need to strengthen the DIC set-up. This strengthen¬ 
ing should ensure that the prescribed technical per¬ 
sonnel are in position. Suitable training programmes 
should be organised for updating skills of these per¬ 
sonnel. 

5.19 The Differential Rate of Interest (DRI) Scheme 
was introduced in 1972 with a view to increasing the 
credit flow to the weaker sections for various pro¬ 
ductive purposes. The target group under DRI 
scheme is identified in relation to income concept i.e. 
Rs. 2000 per family per annum in rural areas and 
Rs. 3(X)0 per family per annum in urban areas. Under 
this scheme, loans upto a ceiling of Rs. 6500 are 
provided to the weaker sections comprising Rs. 5000 
as term loans and Rs. 1500 as working capital. Rate 
of interest charged by the banks under this scheme is 
4% per annum. 

5.20 A study was undertaken by the National Insti¬ 
tute of Bank Management (NIBM) for assessing whe¬ 
ther the target groups under the DRI scheme have 
been benefited and whether the scheme has achieved 
the purpose of assisting the poorer people to improve 
their socio-economic conditions. The study has re¬ 
vealed that while some borrowers under the scheme 


have recorded positive changes in their economic 
level', iiearly 50"': have failed to record improvement. 

5 21 The Committee has noted that a task force 
fia's' been constituted by the Ministry of Finance to 
examine various aspects of the DRI Scheme with a 
view to suggesting necessary policy changes. In view 
of this, the Comm.ittee has not considered it appro¬ 
priate to frame any specific recommendations in re¬ 
gard to DRI Scheme. 

5.22 Pursuant to the recommendation of 
Working Group, the Composite Loan Scheme (CLS) 
was introduced in 1978. The scheme has been design- 
sd specifically to meet the financial requirements of 
artisans, village and cottage industries where total 
credit requirements for equipment, finance and wotk- 
ing capital is upto Rs. 25,000. The terms and conffi- 
lions of the .scheme arc very liberal. The composite 
term loans arc payable in 7 to 10 years or even ntote 
with a moratorium of 12 to 18 months for payment of 
interest and principal. While sanctioning term loans 
the banks are largely guided, by the viability of the 
project and no margin or collateral security/guarantee 
is insisted upon. The maximum rate or interest 
chargeable for such loans is 10 per cent for the units 
located in specified backward areas and 12 per cent 
for tho.se located in other areas. The_ loan require¬ 
ments of the borrower for one operating cycl® 
assessed liberally and a contingency of 10 to 20 per 
cent is added to the amount in the original sanction 
itself to take care of the needs arising out of opera¬ 
tional difficulties or some other consumption require¬ 
ments. 

5.23 Unlike the previous two schemes discussed in 

the preceding paragraph viz., IRDP and this 

scheme relates to industrial sector only and is special¬ 
ly designed to cater to the needs of village, cottage 
& tiny units. The primary credit institutions viz., 
commercial banks, co-operative banks. Regional 
Rural Banks (RRBs) and State Financial Corporations 
(SFCs) provide assistance under the scheme and are 
eligible for 100% refinance at concessional rate of 
interest from IDBI. The scheme has been in opera- 
lion over nearly 5 years. On the basis of refinance 
data available from IDBI, it is observed that over the 
period 1979-83, about 40,000 entrepreneurs have 
received assistance under the scheme with aggregate 
cumulative sanction of Rs. 29.4 crores. About 50 % 
of the entrepreneurs have been covered by the SFCs 
with total amount of sanctions of Rs. 21.3 crores and 
the balance 50% of the entrepreneurs have been co¬ 
vered by the banks with a total amount of sanction of 
Rs. 8.1 crore. Refinance assistance sanctioned by 
IDBI to SFCs and banks under the Composite Loan 
Scheme has been given in Annexure-IV. 

5.24 The scheme has not made much headway in 
.so far as it relates to the banking system. A recent 
study conducted by the Reserve Bank of India on a 
sample basis covering 130 bank branches in different 
States has revealed the following: 

(i) only 12 out of 130 branches had granted 
composite loans. 
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(ii) some of the Branch Managers were not even 
aware of the scheme, 

(iii) The period of loan ranged from 2-5 years 
without any provision of initial moratorium 
as against repayment of 7-10 years or even 
more where necessary with an initial mora¬ 
torium period of 12-18 months both for 
interest and principal provided under the 
scheme, 

(iv) Most of the loans were granted against colla¬ 
teral security and in certain cases even third 
party guarantee was insisted upon, whereas 
the scheme does not envisage any collateral 
security, 

(v) margins were stipulated between 15-20%, 
against no margins under the scheme, 

(vi) concessional rate of interest specified for 
composite loans was not charged, 

(vii) credit requirements of the borrowers were 
not liberally assessed taking into account re¬ 
quirements of one borrowing cycle and con¬ 
tingency of 10-20% as also provision of 
consumption expenses, and 

(viii) In case of some of the banks discretionary 
powers were not vested in Branch Managers 
to sanction loans without reference to higher 
authorities. 

5.25 In addition, some banks expressed difficulties 
in devising suitable accounting and monitoring pro¬ 
cedures due to relatively long gestation period and re¬ 
payment schedule. The major reason for the poor 
performance of the .scheme so far appears to be the 
attitude of the Bank Managers who generally do not 
have a developmental approach as expected under 
the scheme. The findings also confirmed that though 
there has been sufficient delegation of powers at the 
level of Branch Managers and the scope of the scheme 
is explicit and liberal, the performance is far short oi 
needs and expectations. There have been substantial 
communication gaps between those who formulate the 
policies and those who are ultimately expected to im¬ 
plement them. In view of the rather disturbing find¬ 
ings, the Committee suggests that Reserve Bank of 
India should continue to monitor these aspects perio¬ 
dically for suitable remedial actions by the banks. 

5.26 An inhibiting factor identified in the case of 
the Composite Loan Scheme is the absence of suitable 
accounting procedure. Provisions for items like 
moratorium, simple rate of interest, break-up of ad¬ 
vance data would necessitate changes in existing 


Book-keeping/Accounts. The Committee 
that RBI should prescribe a uniform accoun 
cedure for all banks. 

5.27 In the light of the experience gained, 
mittee would lik to suggest some changes 
Composition Loan Scheme. The initial mt 
period under the scheme should be restricte 
months. The repayment period of the loan s 
linked to the surplus generated by the unit 
maximum of 5-7 years. 

5.28 Reserve Bank of India has set up £ 
Disciplinary Group. This group, apart fro 
as the apex co-ordinating and monitoring af 
adequate flow of institutional credit to the V 
(especially in rural and semi-urban areas), 
to consider issues relating to adoption of the 
for providing integrated marketing assistanc 
group consists of representatives of banks 
Khadi and Village Industries Commission 
Handloom & Handicraft Board etc. It was ( 
that this group apart from identifying the reasc 
inhibit the flow of credit to this sub-sector a 
ing steps to remove such hurdles would also 
specific schemes to be formulated by various 
like KVIC, Handloom and Handicraft Board 
an integrated approach to production and n 
No specific schemes have, however, been drm 
far. The Committee recommends that the I 
ciplinary Group should be activated. It sho 
tion as a high powered body to give suitab 
lines to the banks in the matter of extendi 
tance to the decentralised sector. With th^ 
representation of KVIC, Handloom and F 
Board etc., it should be possible to devise 
bankable schemes, areas-specific or activit; 
This group should also go into the operati< 
Composite Loan Scheme and see how best th 
could be modified for ensuring increased 
assistance to the decentralised sector. 

5.29 Having discussed the credit, policy an 
schemes specially designed to provide in: 
finance to the village and small industries, 
be relevant to mention important specifi 
relating to credit availability of various sub- 
the viflage and small industries sector. 

Khadi & Village Industries Sector (KVIC) 

5.30 KVIC has classified khadi institi 
major, medium and small sized institutions 
view to directing the first two categories to 
banks for their credit requirements. The ci 
classification of the.se institutions are as un< 


(a) Major Inst Hut ions — 

(b) Medium Institutions — 

(c) Small Institutions — 


production or sales exceeding Rs. 75 lakhs per annum, whichever is higher. 

production or sales figures above Rs. 15 lakhs but upto and inclusive of Rs. 7 
annum whichever is higher. 

production or sales upto and inclusive of Rs 1 Lakhs whichever is 
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5.31 Al present, 'or major institutions, 75% and 
for medium institutions, 25% of the incremental 
credit requirements of the working capital are being 
met by the banks. The financial requirements of 
small institutions are being met directly by the KVIC. 

5.32 The major and medium institutions are avail¬ 
ing of the finance from the banks at rates of interest 
prescribed by the Reserve Bank of India, which are 
subsidised above 4% by Khadi and Village Industries 
Commission/Khadi and Village Industries Boards 
(KVlC/KVlBs) against ‘Interest Subsidy Eligibility 
Certificate’. The ‘Interest Subsidy Scheme", however, 
does not cover individual entrepreneurs except under 
cottage match industry. In so far as individual 
artisans are concerned, they too are excluded if they 
directly resort to bank finance. However, the State 
Boards can raise loans from banks for assisting indi¬ 
vidual artisans. 

5.33 The Committee notes that the Interest Subsidy 
Scheme introduced by Government of India in May, 
1977 has been working quite satisfactorily and recom¬ 
mends its extension to individual small entrepreneurs. 

5.34 It has been observed that in regard to Interest 
Subsidy Scheme, the differences between KVIC and 
banks relate mainly to procedural aspects. The Com¬ 
mittee suggests that a Standing Committee comprising 
representatives of KVIC, KVIB, RBI, NABARD and 
IDBI may be constituted to sort out the differences. 

Haiidloom 

5.35 In the handloom sector, there are two types 
of organisations at the field level viz. (a) Handloom 
Development Corporations and (b) Handloom Co¬ 
operative Societies. The Handloom Development 
Corporations are expected to prornote and assess the 
growth of handloom industry particularly that sector 
which is not covered by the co-operatives. Direct 
beneficiaries of Handloom Development Corporations 
are handloom weavers outside the co-operative fold. 
The Handloom Development Corporations depend on 
commercial banks for meeting the credit needs of the 
weavers. The banks provide credit to the weavers 
on the recommendations of these Corporations. The 
Handloom Development Corporations have highlighted 
the problems of inadequate resources for working 
capital and for marketing arrangements. They have 
also suggested that the How of credit to this .sector 
should not only be in the form of working capital for 
production and marketing but also inve.stment credit 
for pre-loom facilities like setting up of dye houses 
and bleaching unil.s. for acquisition of new looms & 
modernisation of old looms, for po.st-loom activities 
like processing of grey cloth and finally for e.stablish- 
ment of show-rooms and emporia. They have also 
raised the issue that the rate of interest applicable to 
weavers is not being made available to the Corpora¬ 
tion though the target group served by the Corporation 
is the handloom weavers. The Committee considers 
that credit for w’orking capital and investment needs 
may be made available by the banks to Handloom 
Development Corporations on concessional rates of 


interest as applicable to weavers in the co-operative 
sector. Tliis would amount to a reduction in the rate 
of interest of about 2 per cent which should be .shared 
equally by the Central and State Governments. 

5.36 In the co-operative sector, NABARD provides 
re-finance assistance to meet the financial require¬ 
ments of handloom co-operative societies functioning 
either as production or marketing societies. It has 
been observed that performance of co-operative socie¬ 
ties has not been satisfactory in certain States. Many 
of the weavers co-operative societies are dormant. It 
has also been noted that District Central Co-opera¬ 
tive Banks are mo.stly oriented towards financing of 
agriculture and take unduly long time to finance hand¬ 
loom co-operative societies. Absence of separate 
handloom financing cells in the Central Co-operative 
Banks in the handloom concentrated districts has also 
been noted. It is suggested that whenever the work¬ 
ing of a weavers co-operative society is satisfactory 
but adequate credit is not flowing to it due to weak- 
ne.s.s of the Centra) Co-operative Bank, the possibility 
of financing weaver societies directly by the State 
Co-operative Banks or through RRBs .should be 
explored. 

5.37 One of the major operational problems faced 
by the weavers co-operative societies relates to the 
rebate system on account of the fact that sales arc 
concentrated in festival seasons. There is generally 
delay in the settlement of rebate claims in the Govern¬ 
ment Departments which results not only in blocking 
of society's funds but also in adver,s€ly affecting pro¬ 
duction and payment of higher interest on borrow¬ 
ings. The Committee suggest that each State Govern¬ 
ment should make available atleast a part of the 
budgetary provision made by it towards rebate every 
year to the apex weavers' society in the beginning of 
the year. This can be credited to a separate fund 
with the apex society designated as Rebate Adjust¬ 
ment fund As and when rebate claim.s are settled 
during the year, the payments made by the Govt, may 
also go to this fund til! such time as the budget 
allocation is fully utilised. 

Handicrafts Sector 

5.38 Institutional credit under handicrafts sector 
Hows to (a) Individual craftsmen, (b) Handicrafts 
Co-operatives, and (c) State Handicrafts Development 
Corporations. Individual craftsmen get credit needs 
from co-operative banks but there are very few co¬ 
operative societies working in this sector. .So far as 
co-operatives are concerned, the pattern of financing 
co-operatives in the handloom sector should be follow¬ 
ed in the handicraft sector also. The State Govern¬ 
ment should extend 3%, interest subsidy to handicraft 
co-operatives as well. The NABARD may also con¬ 
sider raising the quantum of working capital to 50% 
to handicrafts societies as again.st 40% in case of 
handloom societies. 

5.39 The Handicraft Development Corporations 
which normally avail of cash credit facilities from 
commercial banks mainly for meeting their working 
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capital requirements against the security of hypothe¬ 
cation oi' handicraft items should be allowed the same 
concessional rale of interest on which the bank ad¬ 
vances are being made to handicrafts artisans. This 
would amount to a reduction in the rate of interest 
of about 2 per cent which should be shared equally 
by the Central and State Governments. 

Sericulture Sector 

5.40 Credit requirements in sericulture are both for 
long-term and short-term purposes. Long-term loans 
are required for mulberry cultivation, including minor 
irrigation and for rearing equipment, rearing houses, 
etc. Short-term loans are needed for maintenance of 
mulberry gardens and for processing activities. At 
present, commercial banks, RRBs, Land Development 
Banks, Apex Co-operative Banks and District Central 
Co-operative Banks are extending finance for sericul¬ 
ture. The commercial banks and RRBs finance 
■sericulturists directly or through sericulturists’ socie¬ 
ties or primary agriculture societies assigned to them. 
In the co-operative system, there are specially organis¬ 
ed sciiculturists-cum-farmers service societies or pri¬ 
mary agriculture societies and land development 
banks. However, it is noted that the experience of 
financing through the sericulturists-cum-farmers ser¬ 
vices societies has not been satisfactory on account of 
organisational problems and the default of the mem¬ 
bers. Further, in such areas where these societies are 
working satisfactorily they are unable to obtain fin¬ 
ance from District Central Co-operative Banks on 
account of their non-eligibility to obtain refinance 
from RBI/NABARD due to heavy overdues. It is 
for consideration that where co-operatives are consti¬ 
tuted for financing sericulturist’s activities, sericul¬ 
turists might be financed by commercial banks or 
RRBs in the areas where co-operatives are weak. 
Where primary societies are functioning satisfactorily 
but District Central Co-operative Banks arc weak and 
unable to obtain refinance from NABARD such 
societies may be financed directly by State Co-op. 
Banks or they may be allotted to RRBs if they have 
been established in rural areas. One of the major 
problems in sericulture schemes is the in-eligibility 
of sericulturists for fresh credit on account of their 
past defaults. In order to push through the pro¬ 
gramme, it is necessary that some relaxations be made 
at least in the case of non-wilful defaulters. Defaul¬ 
ters who have repaid at least 50% of the demands 
should be considered as non-wilful defaulters and given 
fresh loans for maintenance and rearing after con¬ 
verting their outstanding dues into medium-term loan 
repayable in three years in convenient instalments. 
Such non-wilful defaulters should also be given fresh 
loans for minor irrigation, new planting, rearing 
equipments and rearing houses. In future whenever 
crop failure occurs on a large scale, the State Govt, 
should examine the position in consultation with the 
financing banks and NABARD. 

Coir Sector 

5.41 troir is highly labour intensive agro-based 
cottage industry. The major coir producing States 


are Kerala, Tamil Nadu. Karnataka and Andhra 
Pradesh. The Coir industry is both in the co-operative 
sector as well as in the private sector. Financing of 
industrial co-operatives is the business of co-opera¬ 
tive banking structure. Refinance facilities are avail¬ 
able from NABARD mainly in respect of production- 
cum-salc of primary coir co-operatives (yarn, mats 
and mattings). At present, no part of the limit sanc¬ 
tioned to a bank by NABARD can be utilised by it 
for financing a society which is engaged in the sale 
of coir products not produced on its own account by 
Its members. NABARD should consider providing 
refinance facilities on liberal terms as also for build¬ 
ing up of a nexus with the National Co-operative 
Development Corporation (NCDC) with a view to 
formulating such schemes for financing the coir 
sector. 

5.42 State and District Central Co-operative Banks 
should be asked by the State Govts./NABARD to 
take active interest in obtaining credit limit applica¬ 
tions from the societies in time, scrutinising them 
without delay and forwarding the same to NABARD 
through proper channel within the stipulated time 
every year. The Committee is of the view that the 
procedure in this regard should be streamlined by 
NABARD and should be made adequately clear to 
the coir workers and artisans. Considering the 
fact that the turnover of the coir products takes place 
once in 6 months, refinance facilities for working 
capital requirements from NABARD may be raised 
from 40%, to 60%, of the anticipated sales. 

Small Scale Industries Sector 

5.43 Based on some studies of the Reserve Bank 
of India the Committee finds that small scale units 
have received relatively larger institutional finance 
than the tiny, village and cottage industries. Further, 
institutional finance has to be linked with production 
and turn-over. With the introduction of the 20-Point 
Programme and the policy thrust towards tiny, village 
and cottage industries on account of their employ¬ 
ment, potential, the share of small scale in the total 
institutmnal finance to the VSI sector may show a 
decline in the years to come. The Committee was 
informed that adequate credit for the small scale 
sector is not available at right time and in right 
amount. The Committee is of the view that such 
instances should be brought to the notice of the 
banks, RBI and the IDBL 

5.44 The Committee deliberated on the problems 
of small scale industries which do not receive ade¬ 
quate and timely finance. The assessment of working 
capital needs by banks are generally not based on 
realistic norms and they do not keep in view the 
various constraints. Even the assessed working 
capital requirements are not supplied to the units in 
time and they are asked to eome again and again to 
the banks. As a result the small .scale units some¬ 
times start their cooperations with inadequate work- 
inn capital which results in liquidity problems and 
adversely affects their viability. Another problem 
posed to the Committee is that the State Financial 
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Corporations sanction term loans and then the bor¬ 
rower has to approach the Commercial Banks for 
working capital arrangements. The requirements as 
assessed by the SFCs, are many a times not accept¬ 
ed by the Commercial Banks. Further, there is long 
delay in the sanction of the working capital by the 
banks whereas the term loan had already been dis¬ 
bursed. As a consequence, the small scale borrower 
has to continue to pay interest on the term loan 
whereas production gets delayed. 

5.45 The Committee is of the view that norms 
prescribed by banks in assessing the working capital 
requirements of small scale industries should be re¬ 
examined by the Reserve Bank of India and suitable 
guidelines issued to banks. 

5.46 There is urgent need for expeditious imple¬ 
mentation of various suggestions made by the Bhide 
Working Group on co-ordination between SFCs and 
banks. A group of the Committee has received the 
impression during their visit to various centres that 
the recommendations of the Working Group have not 
been implemented in true spirit. The problem here 
is that when the application is received by SFCs for 
term loan, the proposal is rather premature for work¬ 
ing capital assessment by banks. It takes time 
before a project gets ready for production. In some 
of the States, efforts have been made by the SFCs to 
associate banks from the beginning so that working 
capital tie-up can be completed without difficulty by 
the small entrepreneurs. The success of these efforts 
has, however, been limited due to various reasons. 
The Committee after considering the suggestion re¬ 
commends that as far as possible there should be a 
single window dispensation for village and tiny sector 
industries to avoid problems referred to earlier. The 
Committee suggests that a mechanism similar to 
inter-institutional machinery evolved by all-India term 
lending institutions needs to be established for effec¬ 
tive coordination between the lending agencies. The 
State level forums will meet periodically, say once a 
month, to discuss proposals received for consideration 
of financial assistance, where all aspects of the pro¬ 
posal including working capital requirements could be 
discussed in-depth and a view regarding the proposals 
taken. 

5.47 The Committee has also discussed me impor¬ 
tance of District Credit Plan (DCP) prepared by lead 
banks under the overall guidance of the RBI. Dis¬ 
trict Credit Plans are important documents in so far 
as they relate to credit requirements of various sec¬ 
tors and a consortium approach to financing sectoral 
programmes under the District Credit Plans. RBI 
has periodically reviewed the methodology for the 
formulation of District Credit Plans so that they ulti¬ 
mately become effective instruments for credit plan¬ 
ning at grass root levels. The Committee suggests 
that the scope of the DCPs should be further widened 
to include requirements of credit for the village, cot¬ 
tage, handicrafts etc., tiny and other small-scale units. 


Accordingly, steps can be initiated by promotional 
agencies and banks for identification of entrepreneurs, 
training of entrepreneurs, formulation of schemes, 
sanction of financial assistance, sharing of finance by 
various banks and sharing of term loans by SFCs and 
banks on a systematic basis. 

5.48 The small scale industries also face problems 
regarding supply of raw materials and marketing 
facilities. State Small Scale Industries Development 
Corporations (SSlDCs) and certain other agencies have 
been set up specifically to undertake these activities. 
The Committee is of the view that the performanee of 
these Corporations/agencies needs to be evaluated 
with a view to reorienting their policies so that they 
become effective instruments for providing support 
services to VSI sector. Representative of SSIDCs 
are of the view that they do not get priority status 
from the banks for undertaking these activities. As 
a result their services tend to be costly to the small- 
scale entrepreneurs. 

5.49 The Committee has noted the recent instruc¬ 
tions issued by the RBI to various banks in this regard. 
'‘J'hc advances granted to organisations which have 
been established for the purpose of developing the 
village and cottage sector by the Central and State 
Govts, or by recognised promotional and marketing 
organisations like KVIC for the purchase and supply 
of inputs and/or marketing the outputs of the village 
and cottage industries may be charged concessional 
rate of interest at 12,5% per annum. In view of 
this provision, there should be no difficulty in RBI 
extending concessional rate of interest to organisations 
engaged in similar activities for the benefit of/assis¬ 
tance to tiny sector units also. The Committee re¬ 
commends that the benefit of the concessional rate 
of interest as applicable to village and cottage indus¬ 
tries should be extended to the aforesaid organisa¬ 
tions in respect of their support services to tiny sector 
units also. 

5.50 The incidence of sickness is also growing so 
far as it concerns small scale industries. This pro¬ 
blems has been highlighted by many organisations 
during the discussions at various meetings of the 
Committee. The Committee is of the view that State 
Level Inter-Institutional, Committee (SLIlCs) constitut¬ 
ed under the convenorship of RBI need to be made 
more effective so that these forirms may consider sick¬ 
ness in SSI sector on a consortium basis and initiate 
rehabilitation programmes in a time-bound manner. 
Further, participation at such meetings should be of 
a sufficient senior level to commit the organisation 
for speedy rehabilitation of the sick units. Credit 
delay may prove suicidal for such units. The Com¬ 
mittee also recommends that magnitude of sickness 
in KVI sector needs to be studied for taking remedial 
measures. The Committee has noted the initiative 
taken by the IDBl to formulate special schemes for 
rehabilitation of sick SSI units and scheme for moder¬ 
nisation of small scale industrial units. 



CHAPTER VI 


REVIEW OF CREDIT FLOW TO THE VILLAGE 
AND SMALL INDUSTRY SECTOR 


6.1 The institutional structure lor the flow of cre¬ 
dit, both short-term and long-term for VSI sector 
comprises of commercial banks, foreign banks, co¬ 
operative banks. Regional Rural banks (RRBs), State 
Financial Corporations (SFCs), State Small Industries 
Corporations and National Small Industries Corpora¬ 
tion etc. The banking system comprising primarily 
of commercial banks, RRBs and co-operative banks 
provides both working capital and term loan to VSI 
sector. The SFCs provide mainly term finance 
(except in case of the Composite Loan Scheme) to the 
VSI sector. Trends in the assistance provided to the 
VSI sector by primary credit institutions are given 
below. 

Commercial banks (including RRBs) 

6.2 Commercial banks in India as on March 31, 
1984 comprised the State Bank of India and its seven 
subsidiaries (8). other nationalised banks (20), foreign 
banks (18), other scheduled commercial banks (34), 
RRBs (159) and non-scheduled commercial banks 
(4)—totalling (243). Total number of branches of 
commercial banks as on March 31, 1984 aggregated 
44583 and RRBs 7839 covering 280 districts. Com¬ 
mercial banks are an important source of finance for 
industries. Their involvement in lending to VSI 
sector has been increasing ever since the setting up 
of State Bank of India and, in particular, after the 
nationalisation of major banks in 1969. Commer¬ 
cial banks provide mainly working capital. Their 
support by way of term loans to the VSI sector has 
also grown over the years. 

6.3 According to data compiled by the RBI, finan¬ 
cial assistance granted by commercial banks to the 
SSI sector has increased significantly over the last 
decade. Advances of scheduled commercial banks 
to small-scale industries have recorded me , than a 
four-fold increase between December 1974 and Decem¬ 
ber 1982. The percentage of outstanding credit to 
the value of production in small-scale industries in¬ 
creased merely from 11.0% at the end of December 
1984 to 12.7% as at the end of December 1982, while 
production at current prices in the small scale sector 
increased by about 280 per cent during the same 
period. Further, as percentage to the total priority 
sector advances, the share of the small scale sector 
declined from 48% in December 1974 to 40% by 
December 1978. Thereafter it witnessed a continuous 
decline and stood at 36% in December, 1982 
(Annexure V). 

6.4 The oulstanding credit to small scale industries 
from commercial banks increased from Rs. 211 crores 
constituting 6.9% of total bank credit as at the end 


of March, 1968 to Rs. 4563 crores as at end of June, 
1983 constituting 12.9% of the total bank credit 
(Annexure VI). Data relating to commercial banks 
advances to various sub-sectors viz. artisans, village 
and cottage industries, tiny sector units and other SSI 
units are given in Annexure VII. It may be 
ohserved from the Annexure that the number of units 
under artisans, village and cottage industries which 
stood at 2.96 lakhs as at the end of December 1979 
went upto 4.39 lakhs as at the end of December, 1982 
and the amount outstanding increased from Rs. 51.44 
crores at the end of 1979 to Rs. 109.85 crores at the 
end of 1982. Although the percentage share of 
artisans, village and cottage industries in total loans 
and advances to SSI units increased from 1.95% in 
1979 to 2.50% in 1982, the share continues to be 
inadequate if account is taken of the credit needs of 
the sector and the contribution of the sector to the 
total industrial production and employment in the 
country. 

6.5 While a major part of commercial banks’ assis¬ 
tance to industrial sector is for meeting working capi¬ 
tal requirements, the banks also meet a part of the 
term finance requirements of industries. According 
to data compiled by RBI, relating to accounts with 
credit limits over Rs. 10,000 as at the end of June 
1981, the oulstanding term credit to small-scale indus¬ 
tries from commercial banks including RRBs stood 
at Rs. 554 crores as against Rs. 129 crores as at the 
end of June 1974. Of the advances to the SSI sec¬ 
tor by the commercial banks, the share of term loans 
increased from 13% as at the end of June 1974 to 
about 19% as at the end of June 1981. 

6.6 The Committee suggests that the RBI should 

continue to collect on a regular basis, classified data 
for artisans, village and cottage industries, tiny sec¬ 
tor and other SSI units to support formulation of 
appropriate policies for each category and in order to 
review the performance meaningfully. The percen¬ 
tage of outstanding credit to VSI sector to gross bank 
credit was 13.2% in June 1981. 13.1% in June 

1982 and had declined to 12.9% by June, 1983. The 
declining share of VSI sector in total priority sector 
suggests that suitable measures may be evolved to 
ensure adequate flow of credit to artisans, village and 
cottage, tiny and small scale sector urdts in relation 
to their requirements. 

Co-operative Banks 

6.7 The co-operative banks though mainly concern¬ 
ed with financing of agricultural sector, also finance 
to a limited extent the industrial sector by way of 
advancing both working capital and term loan facili¬ 
ties. In the co-operative sector, credit facilities are 
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provided by co-opcrativc banks (other than Urban 
Co-operative Banks) to handloom weavers and to a 
small extent to other co-operative societies for pro¬ 
duction and marketing requirements. Urban Co¬ 
operative Banks provide credit facilities to individual 
uni s outside the co-operative fold. The Reserve 
Bank of India had in 1968 recognised 22 broad 
groups of cottage and small-scale industries in addi¬ 
tion to cotton, woollen & silk handloom weaving and 
powerloom weaving as eligible industries for finance. 
This function has since been taken over by NABARD. 
NABARD provides refinance at 2i% below bank 
rate to the State Co-operative Banks on behalf of the 
Central Co-operative Banks for finaneing industrial 
societies aitd to the Urban Co operative Banks for 
financing industrial units outside the co-operative 
sector but, falling within its population limit. The 
Reserve Bank or India also extends refinance facilities 
at 3% below bank rate to State Co-operative Banks 
on behalf of Central Co-operative Banks for financing 
weavers and other rural artisans engaged in any of 
the approved broad groups of cottage and small-scale 
industries througli Primary Agriculture Credit Socie¬ 
ties (PACS), Farmers Service Societies (FSS) and 
Large Sized Agriculture Multi Purpose Societies 
(LAMPS). 

6.8 The credit limits sanctioned by Reserve Bank 
of India during 1981-82 to industrial co-operatives 
through State and Central Co-operative Banks for 
financing production and marketing of cottage and 
small-scale industries and to rural artisans through 
PACS amounted to Rs. 5.61 crorcs and those sanction¬ 
ed to individuals through Urban Co-operative Banks 
to Rs. 52.80 crores. During 1982-83, the refinancing 
activity of RBi on behalf of all industrial co-operative 
societies and rural artisans was taken over by NABARD 
and the credit limits sanctioned by NABARD to in¬ 
dustrial co-operatives through the State and Central 
Co-operative Banks and the tural artisans through 
PACS amounted to Rs. 7.90 crores. Refinance in 
this regard to Urban Co-operative Banks is however 
being provided by the Reserve Bank of India as 
hitherto. The credit limits sanctioned by RBI to 
State & Central Co-operative Banks for financing 
production and marketing of Handloom Weavers Co¬ 
operative Societies amounted to Rs. 97.27 crores in 
1981-82. This function was also taken over by 
NABARD and the limit sanctioned by NABARD for 
this purpose in 1982-83 aggregated Rs. 145.31 crores. 

6.9 As on June 30, 1981, there were 377 Central 
Co-operative Banks (CCBs), 1117 Urban Cooperative 
Banks (UCBs) and 27 State Co-operative Banks 
(SCBs) in the country. The CCBs and UCBs func¬ 
tions under the SCBs in each State. According to 
provisional figures available, the industrial sector ac¬ 
counted for only 4.7% of the total outstanding credit 
of Rs. 1772 crores advanced by the SCBs as on June 
30, 1981. The outstanding term loans to industry 
stood at Rs. 6.2 crores as at the end of June 1981. 
On the same date, of the total outstanding credit of 
Rs. 2956 crores advanced by CCBs, industrial sector 
accounted for Rs. 95.3 crores including Rs. 5.6 crorcs 
of term loans. 


6.10 The Committee is of the view that co-opera¬ 
tive banks have not made much Iveadway in providing 
liiianec ro village and cottage industries, except to 
the handiooin sector, owing to various reasons such 
as reluctance on the part of co-operative banks to 
provide assistance to this sub-sector, their small equity 
base, lack of managerial support etc. and an overall 
lack of development of industrial co-operatives. In 
some of the Slates multi-purpose societies at the grass 
root level have provided good organisational structure 
for assisting activities including village and cottage 
industries. The State Government should take active 
initiative for revitalising industriai co-operatives to 
enable the co-operative credit institutions to provide 
more financial assistance to the village and cottage 
industries sector. 

6.11 The Artisans Employment Guarantee Scheme 
m a step in the right direction. The experience in 
Maharashtra is worthy of emulation with suitable 
modifications to take care of problems like under- 
financing, linkages for raw materials and marketing 
etc. The Committee recommends that this scheme 
should be suitably extended to promote flow of credit 
to artisans. 

State Financial Corporations (SFCs) 

6.12 The institutional set-up for the provision of 
term credit mainly to small and medium scale indus¬ 
tries at the regional level is that of the SFCs which 
were set up pursuant to the SFCs Act, 1951. At 
present, there are 18 SFCs whose jurisdiction normally 
extends over the States where they are located. 
Besides, there are 8 SIDCs which are performing the 
functions of SFCs. The SFCs have been providing 
term finance to the industrial sector since the early 
50’s. The sliare of small-scale industries in the total 
assistance from the SFCs has been gradually increas¬ 
ing. During the period 1978-79 to 1982-83, assis¬ 
tance sanctioned and disbursed by SFCs to VSI sector 
recorded an annual average growth rate of 67.3% and 
63 3<’(, respectively. At the'^end of 31st March. 1983. 
total sanctions of loans to VSI sector by all SFCs 
aggregated Rs 1873 crores or over 65 per cent of their 
total loans of Rs. 2920 crores. Data relating to 
SFCs assistance to VSI sector is shown in Annexure 
VIII. 

Delegation of powers 

6.13 One of the major recommendations of the 
Report of the High Powered Committee for examin¬ 
ing banks credit problems of .small scale industries 
(Puri Committee) was that the banks should delegate 
discretionary powers in such a way that at least 60- 
80%, of the credit decisions are taken at the branch 
level itself. The report of the Working Group on 
small-scale industries with special reference to DICs 
(Tambe Committee) re-emphasised this aspect and 
.staled that the Branch Managers should have discre¬ 
tionary powers to sanction advances at their level up- 
lo Rs. 25,000. With a view to finding out the pre¬ 
valent practice in the major nationalised banks, a 
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questionnaire was issiietl to six major nalionaliserl 
banks and iheii findings are as under: 

(i) by and large, credit proposals received from 
borrov/ers are disposed of on the basis of 
recommendations of the above committees; 

(ii) the rejection of any application for financial 
assistance is done at a level higher than that 
of a Branch Manager. This provides an 
in-built check to reduce rejection of appli¬ 
cations; 

fiii) the publ'c is kept infinmed of the various 
credit facilities available from banking sector 
by giving publicity in ncw.spapers, periodicals, 
hand-outs brochures etc.; and 

(iv) adequate training facilit'cs have been pro¬ 
vided to train the stall' in the field and bran¬ 
ches appear to have been equipped with 
qualified staff to handle the job. Periodical 
train'ng/operational write-up, manuals have 
seen provided to branches for their guidance. 

6.14 It would thus appear that the banks by and 
large, have taken adequate steps to give efiect. to the 
recommendations made by the Puri Committee for 
the flow of assistance to the SSI sector. Nevertheless, 
so far the performance of the banks in providing 
credit to the other industrial sector of the small scale 
is concerned, it has been much less satisfactory. A 
quick sample study undertaken by the RBI in regard 
to the Composite Loan Scheme has revealed the poor 
performance of banks in providing credit to artisans 
and village and cottage indusiries (for details refer to 
paragraphs 5.22 to 5.25 of Chapter VI. 

6.15 With a view to increasing the credit flow to the 
village and small industries sector falling under the 
definition of small scale industrial sector, the Com¬ 
mittee considers that the following steps are neces¬ 
sary:— 

(a) Delegation 

Sufficient powers will need to be delegated by the 
banks and the financial institutions to their Branch 
Managers (where not done so far) to ensure that 
requests for credit from such industries are dealt with 
expeditiously at the local level. The decision taken 
in 1979 that all banks should delegate to their Branch 
Managers powers to sanction credit-to the extent of 
Rs. 25000 to such industries 'leeds to be implemented 
and further delegation may also become necessary. 

(b) Orientation 

Top priority should be given to the training of 
Branch Managers .so as to bring about necessary trans¬ 
formation in their attitudes and their approach to 
lending to this sector. 

(c) Co-ordination 

The grass-root representatives of banks and finan¬ 
cial institutions would also need to work in close 


association with the IVCs and other promotional 
aijcncics. 

(d) The top management of the banks and the 
financial iiLslitutions should lake greater interest in 
the implementation and monitoring of the Composite 
Loan Scheme. 

6.16 The recommendations made above will be 
effective only if the banks and the financial institu¬ 
tions also improve the existing arrangements in the 
followine areas as suggested by the Tambe Committee 
on apex"'financial institution for the small and decen¬ 
tralised sector of the industry:— 

(i) The information system within the institutions 
would have to be vastly improved It seems that 
several months elapse between the issue of instructions 
by the Head Offices of banks and the financial insti¬ 
tutions and their effective implementation at the branch 
level. The upward flow of information i.e. feed back 
is still slower. Quicker flow of information and ins¬ 
tructions is highly conducive to effective implementa¬ 
tion of a developmental effort which by its very 
nature, will require flexibility and frequent modifica¬ 
tion of policies in response to changes in economic 
conditions. 

(ii) There is also need for effective monitoring of 
the functioning of the branches not so much from the 
regulatory point of view as with a view to seeing 
that the institutional credit is being effectively utilis¬ 
ed. Such monitoring can give a good feed back to 
the management of the concerned banks and financial 
institutions, signalling need for changes in the lending 
policies or terms. The process of monitoring should 
also provide guidance to the field staff in their opera¬ 
tions. 

(iii) The Branch Manager is a crucial person for 
the success of all efforts for the promotion of decen¬ 
tralised sector. This fact has to be well recognised 
and there should be better appreciation of his role 
than hitherto. The Branch Managers will have to 
be motivated and encouraged to be increasingly in¬ 
novative and constructive in responding to requests 
for assistance from this sector. It is also to be re¬ 
cognised that in large number of cases they will have 
to extend financial assistance without security and 
for activities viability of which will depend tc-. a large 
extent on factors beyond the control of the respective 
borrowers. In such situations, in view of the high 
risks of failures, the Managers are likely to be hesitant 
in dealing with the proposals unless they have an 
assurance from their higher management that their 
performance in this sphere would be judged keeping 
in view fully the difficulties that they experience in 
the field and the risks inherent in such lendings. 

6.17 To sum up the Committee suggests that a signi- 
.ficant increase in the flow cf institutional credit to 
the small scale sector, and in particular, to the other 
industries under small scale would be possible only 
if immediate action is taken to impart necessary 
direction and confidence to Branch Managers for 
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strengthening the credit delivery system at the grass 
root level on the lines suggested above. 

Monitoring Procedure 

6.18 Supervision and monitoring of credit to VSI 
sector are of paramount importance in view of their 

(a) weak equity, (b) limited managerial and technical 
capabilities, and (c) inadequate marketing arrange¬ 
ments. In view of the above intrinsic weaknesses, 
they are unable to withstand adverse changes in the 
environmental conditions. Hence a proper and 
syri.pathetic follow-up of the end-use of funds and 
activity level of the unit is a must for successful work¬ 
ing of the units. 

6.19 With a shift in the concept of financing small- 
scale industries from a mere security oriented approach 
to need-based approach and viabilily of operations, 
emphasis in follow-up of credit has to be shifted from 
physical verification of inventory to the monitoring 
of performance of the unit and making suggestions for 
improving the performance. 

6.20 With a view to monitoring the performance of 
the small-scale units and ensuring their continuous 
profitable working, the books of accounts of the 
borrowing units are to be periodically checked with 
emphasis on the following; (a) production level, 

(b) sales level, (c) profitability, and (d) inventory 
level. 

6.21 Besides conducting physical verification of the 
inventory of the unit, the banks’ operating staff should 
have a personal dialogue with the borrowers during 
the factory visits concerning various aspects of the 
functioning of the unit. Such a dialogue would 
enable the bank and the borrower to know the short¬ 
comings, if any, in the functioning of the unit at the 
right time with a view to taking necessary remedial 
measures to make the unit healthier before the unit 
becomes a defaulter. 


6.22 As far as the SFCs are concerned, TDBI has 
endeavoured to bring about their upgradaiion through 
inspections, evaluation studies, etc. It has been im¬ 
pressed on the SFCs to periodically review their inter¬ 
nal system and procedures to cut down delay in 
tlisbursements. A Committee constituted for examin¬ 
ing matters relating to financial institutions in the 
new 20-Po'nt Economic Programme submitted its 
report, to the Government and the Government of 
India has approved the recommendations of the Corn- 
mittee. The report has been sent to financial insti¬ 
tutions in September, 1983 and their aitention has 
been specially drawn to the summary and recommen¬ 
dations which relate to them and they have been 
advised to take appropriate steps for implementing 
the suggestions. Some of the recommendations 
specifically highlight the need for taking steps for 
assisting clusters of entrepreneurs, artisans in back¬ 
ward areas, increase in branch net-work to cover as 
many districts as possible in the State, to institute focal 
points of clearance/approvals by different State 
Governments, agencies etc. to small-scale projects 
and to reduce the queries to a minimum while pro¬ 
cessing applications. 

6.23 Thus whereas several measures have been in¬ 
troduced in order to increase the flow of institutional 
credit to the VSI sector in the recent past and the re¬ 
commendations of various Working Groups/Commit¬ 
tees have also created an awareness of the key apas 
which need constant and continuous review/examina- 
fion, yet the performance has not come up to expec- 
lations. 

6.24 By and large, there has been a lack of sustained 
interest and direction from the top and lack of aware¬ 
ness about schemes by the operating officers at the 
grass-root levels. There is a serious problems of 
communication not to mention commitment to the 
cause of promotion of small industrial sector. The 
problem appears to be more of attitudes and co-ordi¬ 
nation rather than of organisation. The Committee 
again draws attention to the preceding paragraph 
for early initiation of action. 



CHAPTER VII 


CREDIT REQUIREMENTS OF VILLAGE & 
SMALL INDUSTRIES REVIEW OF CREDIT 
FLOW—PRESENT STATUS 


7.1 Precise data in respect of credit requirements 
of the Village and Small Industries (VSI) sector is 
not available. A survey conducted by the Reserve 
Bank of India has revealed that of all the units assist¬ 
ed by commercial banks upto June, 1976, about 69 
per cent of the total credit flow was availed of by 
11 per cent of the units in small scale sector which 
accounted for 55 per cent of production. Taking into 
account tire units which do not have access to insti¬ 
tutional finance the disproportionate supply of credit 
becomes more pronounced. Despite substantial in¬ 
crease of institutional credit from about Rs. 250 crores 
during 1973-74 to about Rs. 600 crorcs in 1979-80, 
the share of tiny units and village and cottage indus¬ 
tries has remained nominal. 

7.2 The outstanding credit of scheduled commercial 
banks shows that 72 i^r cent of credit is availed of 
by units with outstanding credit limits of over Rs. 1 
lakh and upto Rs. 10 crores in the small scale indus¬ 
try sector. As against this, the share of die dispersed 
sector, inclusive of the tiny sector in small industries 
availing credit upto Rs. 1 lakh is only about 28 per 
cent as may be seen from Annexure-IX. 

7.3 The institutional framework for credit to the 
village and small industries sector, the type of assis¬ 
tance provided by the financial institutions and special 
schemes operated for the village and small industries 
sector have already been outlined in Chapter IV. The 
operations of these organisations and the credit flow 
to the village and small industries sector have been 
reviewed in Chapter VI. 

7.4 Keeping in view the production targets fixed 
for each sub-sector in the Sixth Five Year Plan and 
on the basis of the mid term appraisal of the Sixth 
Plan, credit requirement of each of the sub-sectors of 
the VSI has been broadly estimated as in the follow¬ 
ing paragraphs. 

7.5 While it is too early to work out the exact credit 
requirements during the Seventh Plan of the sub¬ 
sectors of VSI group, broad estimates of credit require¬ 
ments based on certain assumption about production 
are given in this Chapter. 

Khadi & ViMage Industries 

7.6 The programmes relating to Khadi and other 
village industries are implemented by the Khadi and 
Village Industries Commission (KVIC). the State 
Khadi & Village Industries Boards, registered socie¬ 
ties, cooperative societies, gram/village panchayats, 
and units located in the villages. Besides Khadi, 25 


village industries are under the purview of I-7V1C as 
may be seen in Annexurc X. 

7.7 Considering an annual growth rate of 15% for 
Khadi and 26% for village industiiss during the Sixth 
Plan period, it was envisaged that the value of out¬ 
put in this sub-sector would go up by about three 
times, employment would increase from 27.33 lakh 
persons to 50.50 lakh persons (15.40 lakhs under 
Khadi and 35.10 lakhs under village industries), and 
production of Khadi and Village Industries was ex¬ 
pected to be around Rs. 200 crores and Rs. 1000 crores 
respectively. The targets included IRD component of 
Rs. 300 crores production and 10 lakhs employment, 
ft had been estimated that to achieve these levels of 
productioji, Rs. 520 crores would be available from 
institutional sources, of which Rs. 320 crores would 
be under Khadi & Village Industries Commission Sec¬ 
tor and Rs. 200 crores under the TSB component of 
IRDP. According to the mid-term appraisal of the 
Sixth Plan, production of Khadi and Village Industries 
is expected to reach a level of only Rs. 190 crores and 
Rs. 850 crores respectively. The year-wise break-up 
of institutional finance, during the Sixth Plan period, 
for Khadi and Village Industries was envisaged as 
given below; 


(Rs. crores) 


Year 



Target 

for 

disburse 

nicnt 

Achiev- 
ment in 
terms of 
disburse¬ 
ment 

1980-81 



44 

10.84 

1981-82 



69 

25.83 

1982-83 



94 

40.00 

Total for 1980-83 . 



. 207 

76.67 

1983-84 



. 128 


1984-85 



. 185 





520 


7.8 Against the credit target of Rs. 207 
the first three years of the Sixth Plan, 
amount of credit disbursed was about Rs. 

crores for 
the actual 
77 crores 


only, showing a wide gap between the target and 
achievement. Even if a considerable pick up in IRDP 
coverage is visualised during 1983-84 and 1984-85, it 
would not be realistic to assume that a sum of Rs. 313 
crorcs v.ould be fortl coming during this perioc. Con¬ 
sidering the capacity of the sub-sector for absorbing 
credit from institutions and banks and bavin? regard 
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to the credit availed of in the past, it would be rea¬ 
sonable to expect disbursements to be about Rs. 55 
crores and Rs. 74 crores during 1983-84 and 1984-85 
respectively. Thus, institutional credit likely to be 
availed of by the sub-sector during the Sixth Plan 
may be estimated at Rs. 205 crores against Rs. 520 
crores originally envisaged, the achievement amount¬ 
ing only to 39.4% of the target. However, it may be 
noted that loans to IRDP are not included in the esti¬ 
mate. The achievement as related to KVIC com¬ 
ponent of Rs. 320 crores works out to 64 per cent. 

Handlooms 

7.9 Out of 30.21 lakh handlooms in the country, 
by March, 1980, 13.17 lakh handlooms had been 


included m the Sixth Plan, with a provision of Rs. 32 
crores. However, the progress of setting up of mills 
inider the scheme is tardy and there is considerable 
time lag in sanctions and actual releases/utilisation 
Oi tuntls.^ In the first two years of the Sixth Plan. 
leLase ot funds has been about Rs. 6.9 crores against 
a sanction of Rs. 29.33 crores and no new mill has 
yet gone on stream in the handloom weavers’ coope¬ 
rative sector. Implementation of the scheme would 
require to be monitored periodically to prevent time 
ana cost overruns. The Sixth Plan provides that new 
spinning mills should be set up in yarn deficit areas 
heaving concentration of handlooms such as the North- 
Eastern Region. 


brought under the cooperative fold. However, effec¬ 
tive coverage was estimated at about 10 lakh hand¬ 
looms. As per mid-term appraisal of the Sixth Plan, 
about 16.8 lakh weavers were estimated to have been 
brought within the cooperative fold and the number 
is likely to reach 19.75 lakh weavers by the end of 
Sixth Plan. Assuming a growth rate of 7.3 per cent 
per annum, the target of production was set at 4100 
million metres for 1984-8- from the base year (1979-80) 
level of 2900 million metres. Production rose to 
3300 million metres in 1982-83 and at the time of the 
mid-term appraisal, a p:eduction level of 3830 million 
metres was envisaged for 1984-85. However, during 
1984-85 ti production of 3700 million metres only is 
anticipated. Exports arc expected to reach a level 
of Rs. 490 crores during 1984-85 against the target of 
Rs. 370 crores. The major trust of the programme 
under the plan has been on augmenting the supply 
of hank yarn and other inputs to weavers throughout 
the year at reasonable prices with a view to bringing 
60% of the handlooms under effective cooperative 
coverage, increasing productivity through modernisa¬ 
tion and renovation of looms, strengthening the tech¬ 
nical systems for improving the quality and design 
of handloom products and reactivisation of dormant 


Sericulture 

7.12 The target fixed for the production of raw 

over the base year 
( 979-801 ,cvel of 48 lakh kgs. As per the mid-term 
appra.'sal, a sij^ificant shortfall was feared owing to 
drought ^conditions in the major mulberry/silk pro- 
duemg Mate o) Karnataka and it was estimated that 
the production of raw silk would be around 70 lakh 
Kgs However, raw silk production is currently esti¬ 
mated at 67.54 lakh kgs. for 1984-85. Exports which 
were e.'pected to go up from Rs. 49 crores to Rs. 100 
crores m 1984-85 are now being placed at Rs. 110 
cro’es._ Increase in production is envisaged through 
extension of area, increase in productivity and expan¬ 
sion in areas under irrigated conditions. It is also 
proposed to develop non-mulberry sericulture (tasar, 
eii and muga) in potential areas. Keeping in viewi 
all these prog.rammes, term credit needs of the sericul- 
iun.sts during 1984-85 may be put around Rs. 15 
crorese In addition, wo.rking capital requirement dur¬ 
ing 1934-85 IS estimated at Rs. 10 crores. 

Handicrafts 


looms. It has been estimated by the Department of 
Textiles, Government of India, that NABARD may 
have to sanction credit limits to handloom coopera¬ 
tives as under: 


(Rs. crores) 


Year 

Limits 

Primaries 

Apex 

Total 

1982-83 . . . . 

120 

78 

198 

1983-84 . . . , 

175 

101 

276 

1984-85 . . . . 

225 

127 

352 

7.10 Keeping in view 

the growth 

rate. 

effective 


coverage, movement of stocks, etc., the requirement 
of credit for production and marketing of handloom 
cloth is estimated to be around Rs. 350 crores by 
1984-85. 

7.11 For providing increased supply of hank yarn 
to handloom weavers, a scheme of setting up/expan¬ 
sion of weavers’ cooperative spinning mills has been 


f r. ^ Sixth Plan, the value of production 

of handicrafts is targeted to increase from Rs 2 050 
ciore.s in 1979-80 to Rs. 32GD crores in 1984-85 Ex- 
ports are expected to increase from Rs. 835 crores to 
fi employment coverage from about 

20.30 iukh persons to 28 lakh persons. According to 
appraisal of the Sixth Plan, employment 
in 1982-83 is likely to be 25.05 lakh persons as against 
a target of ^ lakli persons for that year. While formu¬ 
lating the Sixth Plan, to sustain the production valued 
at Rs. 2050 crores in 1979-80, credit requirement was 
estimated at Rs. 700 crores. On this basis, to reach 
the targeted production level of Rs. 3200 crores by 
1984-85, the credit requirement was estimated at Rs. 
1280 crores. Since two-thirds of this amount would be 
for gems and jewellery for which necessary institu¬ 
tional support exists, credit needs of the other handi¬ 
crafts could be placed at Rs. 430 crores. For export 
variety of carpets, exporters can avail of packing 
credit at a concessional rate of interest. Keeping 
in view these factors and the gaps in the infrastruc¬ 
ture for delivery of credit, the demand for credit from 
this sub-sector during 1984-85 may be reasonably 
placed at Rs. 120 crores. 
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Coir Industry 

7.14 The share of India in world production of coir 
and coir products is more than two-thirds. Kerala 
is the home of Indian coir industry accounting for 
55 per cent of coconut production and over 85 per cent 
of coir products. The main thrust during the Sixth 
Plan is on revitalisation of existing coir units/coopera¬ 
tives and expansion of activities in the non-traditional 
States. The m.id term appraisal envisaged consider¬ 
able shortfalls in targets set for coir. The production 
in 1984-85 was estimated at Rs. 97.65 crores as against 
the target of Rs. 122 crores. Exports were estimated 
at Rs. 35 crores as against the target of Rs. 50 crores 
for 1984-85. Institutional support to the tune of 
Rs. 25 crores is reckoned for the remaining period of 
the Sixth Plan. 

Small Scale Industries 

7.15 With a growth rate of 8.7% per annum as¬ 
sumed for the Sixth Plan, the production in the small 
scale sector is expected to be Rs. 32873 crores in 1984- 
85. Employment is expected to rise from 67 lakh 
persons in 1979-80 to 89 lakh persons in 1984-85. 
During the same period, exports are likely to go up 
from Rs. 1050 crores to Rs. 1850 crores. To sustain 
these levels of production, employment and exports, 
estimated requirements of working capital have been 
placed at Rs. 2810 crores and on the same basis, term 
loan requirement is likely to be of the order of 
Rs. 2750 crores during the Sixth Plan period. The 
estimated requirements during 1984-85 both for work¬ 
ing capital and term loan are likely to be Rs. 1850 
crores. As a result of several measures initiated for 
the growth of small scale industries, the targeted 
growth rate envisaged has been exceeded in the first 
three years of the Sixth Plan. Introduction of limited 
partnership, at present under consideration, could go 


a long way in ensuring increased flow of credit to this 
sub-sector. 

Tiny Sector 

7.16 One of the disquieting features of lendings to 
small scale industries is the poor performance towards 
tiny sector, viz. units with investment in plant and 
machinery upto Rs. 2 lakhs. In spite of overall in- 
crea.sed flow of credit to the small scale sector, the 
share of tiny units has been insignificant. A survey 
of small scale industrial units assisted by commercial 
banks and other financial institutions (i.e. mostly 
modern small scale units) conducted by the Reserve 
Bank of India in 1977-78 has brought out certain re¬ 
vealing features of the pattern of financial assistance 
provided. Two tables, one showing the distribution 
of credit according to the form of organisation of the 
unit and the other according to the size of investment 
in plant and machinery ot the unit are given in An- 
nexure-XI (A & B). It has been observed from the 
data that proprietory and partnership units formed 
68 and 28 per cent respectively of the total number of 
units financed by banks and enjoyed 18 and 51 per 
cent of institutional credit respectively. On the other 
hand, private limited companies formed only 3% of the 
total number of units and enjoyed 27 per cent of 
the institutional credit. The tiny units formed 94% 
of units included in the sample, accounted for 61 per 
cent of the value of output and 73% of employment 
but had availed themselves only of 48% of the insti¬ 
tutional finance. Taking into account the units which 
could not have access to institutional credit, the dis¬ 
proportionate supply of credit becomes more prono¬ 
unced. 

7.17 To sum up, the credit needs of different sectors 
are as indicated below: 


(Rs. crores) 


Sub-sectors of Village & Small Industries 


Value of output Estimated credit requirements 


6th Plan 

1979-80 1980-81 1981-82 1982-83 --- 1984-85 

anticipa- Original Revised 
ted 


1. Traditional Rural Industry 



(a) Khadi 



98 

107 

123 

145 

200 

190 

60 


(b) Village industries 



314 

451 

543 

619 

1000 

850 

14 

2. 

Handloom* 



1740 

1860 

1868 

1980 

2460 

2298 

350 

3. 

Sericulture 



131 

143 

169 

183 

245 

221 

25 

4. 

Handicrafts 



2050 

2300 

2800 

2880 

.3200 

3200 

120 

5. 

Coir 



86 

74 

79 

86 

122 

98 

25 



Total • 


4419 

4935 

5582 

5893 

7227 

6857 

594 

6. 

Small Scale Industries 



21635 

23566 

23920 

27700 

32873 


2444 

♦Relate to handlooms in th.e cooperative sector only. 
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Credit RequkeKients for the Seventh Plan 

7.18 Planning Commission has, for different sectors 
including Village and Small Industries sector, set up 
Working Groups/Subgroups for the formulation of 
developmental programmes for inclusion in the Seventh 
Five Year Plan. Future credit requirements will 
thus depend upon the growth envisaged as well as pro¬ 
grammes and targets of production suggested by the 
Working Groups/Sub-groups, The proposals of the 
Working Groups/Sub-groups are tentative and a final 
view is to be taken in consultation with all concerned 
in due course. 

7.19 Amongst the financial institutions which arc 
the main sources of finance for the VSI sector; 
National Bank for Agriculture and Rural Develop¬ 
ment (NABARD) has an important role to play. Re¬ 
cognising the importance assigned to it. the NABARD 
in April, 1982, set up a Task Force consisting of 
experts of various types of rural industries, to study 
the problems faced by the units particularly in regard 
to institutional credit arrangements and to formu¬ 
late guidelines for assistance for their activities. Ac¬ 
cordingly, the NABARD constituted Task Forces on 
Khadi and Village Industries, Handlooms, Sericulture, 
Coir Industry and Small Scale Industries (mainly tiny). 
Reports of the Task Forces are now available, the 
question of credit requirements, inter alia, has been 
gone into and by adopting certain norms, the require¬ 
ments have been worked out. 

7.20 Keeping in view the suggestions/recommenda¬ 
tions of the Working Groups / Sub-groups and Task 
Forces of NABARD, the future credit requirements 
of the Village and Small Industries sector have been 
worked out and given in the paragraphs below: 

Khadi & Village Industries 

7.21 Funds for Khadi and Village Industries flow 
from financial institutions for the following purposes; 

(i) Khadi and village industries under the interest 
subsidy scheme for bank finance; 

(ii) Industry part of the Industries, Services and 
Business(ISB) component of Integrated Rural 
Development Programme (IRD), and 

(iii) Gobar Gas Scheme. 

7.22 Under the Interest Subsidy Scheme, KVIC, 
State Khadi & Village Industries Boards, Registered 
Institutions and Cooperative Societies get finance from 
Commercial Banks at an effective rate of interest of 
4% for Khadi and Village Industries since the differ¬ 
ence between the actual rate of interest charged by banks 
and 4% is given as subsidy by the Government. The 
KVIC has classified the eligible institutions into major, 
medium and small sized units. Of these, major and 
medium sized units with production and sales turnover 
exceeding Rs. 75 lakhs and Rs. 15 lakhs per annum 
respectively have to obtain their credit requirements 
from financial institutions to the extent of 75% and 
25% respectively. Small units with turnover upto 
rV 15 lakhs per annum are provided credit by the 

Kmc. 


7.23 During the Sixth Plan, bank finance was pro¬ 
jected at Rs. 520 crores consisting of (i) Rs. 230' crores 
(additional) for Kh;idi and Village Industries, (ii) Rs. 90 
crores (additional) for gobar gas, and (iii) Rs. 200 
crores for ISB component of IRD. However, the 
achievement has not been satisfactory as will be seen 
from the following tabic: 


(Rs. crores) 


Year 

Target 

Achieve¬ 

ment 

Shortfall 

1980-81 

44.00 

10-84 

33-16 

1981-82 

69.00 

25.83 

42.17 

1982-83 

94.00 

40.00 

54.00 

1983-84 

(expected) 

128.00 

84.00 

44.00 

1984-85 

(expected) 

185.00 

112.00 

74.00 

Idtal 

520.00 

272.67 

247.33 

(47.6%) 


It has been reported that the shortfall is owing to un¬ 
satisfactory flow of funds to the ISB Component of 
the IRD programmes. 


7.24 Financial assistance to the KVI sector from 
Commercial Banks is available in the form of (i) 
advances to individuals under DRI scheme, (ii) ad¬ 
vances to artisans and village and cottage industrial 
units under the Composite Loan Scheme, (iii) conces¬ 
sional finance for purchase and supply of inputs and/or 
marketing of output of the artisans and village and 
cottage industrial units under priority sector 
advances, (iv) term loans under the concessional 
finance scheme and (v) refinance facility to industrial 
societies / units outside the cooperative fold covered by 
22 broad groups of industries (list at Annuxure-XII) 
which include most of the khadi and village indus¬ 
tries, (a) at bank rate for production and market¬ 
ing through primary cooperative societies, (b) to artisan 
members of r4ulti-purpose Cooperative Societies of 
Balutedars (block-level artisans) in Maharashtra, (c) to 
rural artisans (including weavers) engaged in any of 
the approved 22 broad groups of cottage and small 
scale industries through Primary Agricultural Credit 
Societies (PACS). Large-sized Multipu^ose Socie¬ 
ties (LAMPS) and Farmers Service Societies (FSS), 
(d) to individuals for industrial purposes, who are 
members of State/Central Cooperative Banks and are 
engaged in small scale industries covered by 22 broad 
groups of cottage and small scale industries, and (e) to 
service type of industries covered by the 22 broad 
groups of cottage and small scale industries. 

7.25 The working capital requirements of industrial 
societies are assessed at 40% of the anticipated pro¬ 
duction (i.e. previous year’s production plus an antici¬ 
pated increase of 10%), provided the sales during the 
previous year were not less than 60% of the produc¬ 
tion. In case production is less than the stipulated 



37 


limit, the requirement is reduced proportionately. 
Other important conditions governing such refinance 
facilities are : 

(i) ability of the borrower to provide the required 
margin as represented by the net disposable 
resources, 

(ii) the borrower should undertake both production 
and marketing activities relating to the 22 
broad groups of cottage and small scale indus¬ 
tries, 

(iii) the credit limit to the financing bank cannot be 
used to finance a society unless the borrowers’ 
activities do not involve in addition to market¬ 
ing any manufacturing or processing by itself 
or on its own account by its members; 

(iv) the credit limits sanctioned by NABARD to the 
State Cooperative Bank are operative for the 
financial year and within that limit, it can be 
operated by drawing and repaying as often as 
necessary. 

7.26 Since February, 1980, cooperative banks have 
been permitted to provide from their own resources 
long term loans to cottage and small scale industries 
for acquiring block capital such as plant and machi¬ 
nery, workshed etc. for a period not exceeding 10 years. 
The State and Central Cooperative Banks are also 
allowed to provide working capital or block capital 
to individuals engaged in cottage and small scale in¬ 
dustries. 


7.27 The credit flow to the KVI sector has shown 
an improvement, after the KVI sector activities were 
brought under the priority sector lendings in July, 
1982 by commercial banks with the benefit of lower 
margins and lower rates of interest. In spite of this, 
the likely achievement is expected to be around 
Rs. 272.67 crores against the target of Rs. 520 crores, 
that is lower by about 48% in respect of the flow of 
funds from financial institutions to the KVI sector for 
the period 1980-85. It is hoped that over the years, 
as the institutions and banks concerned with khadi 
and village industries get familiar with the procedures, 
credit flow from financial institutions will improve. The 
Task Force report is under consideration by the 


NABARD, and once decisions are reached on the re¬ 
commendations contained therein, matters are likely to 
show further improvement. 

7.28 The Committee envisaged a compound growth 
rate of 23.5% per annum at 1983-84 prices and suggest¬ 
ed that the flow of institutional finance for KVI acti¬ 
vities may be increased by providing bank finance to 
aided institutions, individual artisans, small entrepre¬ 
neurs as well as availing of bank finance for various 
activities like procuring and processing of raw mate¬ 
rials, marketing, supplies to Government and exports. 
In this context, the Committee’s suggestion that raw 
material banks should be entitled to have benefit of 
interest subsidy scheme is worth consideration. 

7.29 The Committee has worked out credit require¬ 
ments during the Seventh Plan period based on targets 
of production, sales etc. suggested by it keeping in 
view certain guidelines. The guidelines are: 

(i) Production of KVI sector would increase at a 
compound growth rate of 23.5% per annum 
during the period 1984-85 to 1989-90 (18.1%) 
for kbadi and 24.7% for village industries as 
against 31.5% for khadi and 20.5% for village 
industries during the Sixth Plan period). 

(ii) While value of sales would be the same as value 
of production in case of khadi, in respect of 
village industries it would be 5% over the value 
of production; 

(iii) Earnings in khadi would be 47% of value of 
production and that of village industries would 
be 23%, for KVI sector as a whole, it would 
be 27%; 

(iv) Capital output ratio assumed for khadi is 2.5:1 
and that for village industries 1:1; and 

(v) Requirement of other grants have been calcu¬ 
lated on the basis of utilisation in the past and 
projected requirements in future. 


7.30 The production in the KVI sector is expected 
to increase from Rs. 1000 crores (provisional) in 1984- 
85 (base-level) to Rs. 2876.58 crores in 1989-90 (ter- 
ininali year). The year-wise phasing of targets of pro¬ 
duction calculated by the Committee is given below: 

(Rs. crores) 


Industry 

1984-85 

(Provisional) 

1985-86 

1986-87 

1987-88 

1988-89 

1989-90 

Khadi .... 

200- 00 

235-56 

275-63 

327-13 

386-93 

460-06 

Village Industries 

800- 00 

985-59 

1214-95 

1511-74 

1901-04 

2416-52 

KVI .... 

1000-00 

1221-15 

1490-58 

1838-87 

2287-97 

2876-58 


7.31 An outlay of Rs. 3189.60 crores has been pro¬ 
jected for the whole of the Seventh Plan which includes 


an outlay of Rs. 1190.08 crores lor the interest subsidy 
scheme, IRD and gobar gas taken together, of which 


Rs. 906 crores is institutional finance. While entire out¬ 
lay of Rs. 396 crores under interest subsidy has obvious¬ 
ly to come from the financial institutions, for IRD 
and gobar gas taken together, the institutional finance 


required is projected at Rs. 510 crores. Year-wise 
phasing of the estimated credit requirements to the tune 
of Rs. 906 crores is given below: 


Flow of Funds from Financial InsHtntious, 1985—90 


(Rs. crores) 


Item 

1935-86 

1986-87 

- 1987-88 

1988-89 

1989-90 

Total (1985-90) 

1. Institational finance under interest 
subsidy scheme. 

59-00 

69-00 

79-00 

89-00 

100-00 

396-00 

(396-00) 

2, Integrated Rural Development pro^ 
gramme. 

34-00 

43-00 

68-00 

102-00 

153-00 

400-00 

(603-00) 

3. Gobar Gas Scheme 

17-00 

20-00 

23-00 

24-00 

26-00 

110-00 

(191-08) 

Total 

HO-00 

132-00 

170-00 

215-00 

279-00 

906-00 

(1190-08) 


(Figures in bracket.s relate to total outlay). 


7.32 The targets suggested for the terminal year 
1989-90 of the Seventh Plan seem to be ambitious 
when viewed against the performance during the Sixth 
Plan period. The credit requirements will depend up¬ 
on the ability of the KVI sector to achieve the pro¬ 
posed targets of production as well as its capacity to 
absorb the projected levels of credit. Obviously, a 
view can be taken only after the Seventh Plan Work¬ 
ing Group report is considered by all concerned and, 
among others, the targets and programmes of the 
KVI sector are finalised. 

Handlooms 

7.33 Under the RBI scheme the working capital re¬ 
quirements of handloom weavers’ cooperative societies 
are met by the National Bank for Agriculture and 
Rural Development (NABARD) through refinance 
facilities provided to State Cooperative Banks for 
production and marketing activities. The norm of per 
loom scale of finance has been revised from 33 1/3 
per cent to 40 per cent from 1982-83. The short term 
credit limits sanctioned by RBI/NABARD to Apex 
and P'rimary Weavers’ Societies have gone up from 
about Rs. 51 crores in 1978-79 to Rs. 145 crores in 
1982-83. The increase is largely attributable to revi¬ 
sion of the norm. There is considerable shortfall be¬ 
cause achievement of Rs. 145 crores has been against 
the target of Rs. 200 crores set for 1982-83. 

7.34 Assuming a compound growth rate of about 
5% during the Seventh Plan, the Committee has esti¬ 
mated the production for 1984-85 and the period 1985- 
86 to 1989-90 as given below: 


Year 

Target 

(in million metres) 

1 



1984-85 

. 3700 

1985-86 

. 3870 


' 2 

(J 980-87 .... 

4050 

19.57-88 .... 

4220 

1988-89 .... 

4400 

1989-90 ... 

4690 


7.35 The production target for 1989-90 has been 
further split up between the different sectors in the 
handloom industry as follows: 



No. of 
looms 
(in lakhs) 

Produc¬ 

tion 

(in million 
metres) 

1. Looms under Cooperatives at 5 5 
niotres per loom per day for 300 work¬ 
ing days in a year 

15.37 

2536.05 

2. Looms under Si-io Handk.>om Deve¬ 
lopment Corporations (HDCs) and 
spc-cial projects at 5.5 m-jtrus p-er loom 
ixtr day for 300 working days in a year 

3.06 

504,90 

3. Looms in the re-siduary sector at 4.5 
metres per day per loom for 300 work¬ 
ing ilays in a year .... 

12.22 

1649.70 

Totm, . 

30.65 

4690.65 


7.36 Accordingly, for a target of about 2500 million 
metres of production in the Cooperative sector in 
1989-90, assuming a rate of Rs. 6/- per metre of 
cloth, the value of production by the Cooperatives 
would work out to Rs. 1500 crores and at 40% of the 
v,alue of production, the credit requirement would be 
Rs. 600 crores in 1989-90. The Committee has worked 
out year-wise targets of production of handloom cloth 
and its estimated value as also the credit requirements 
bused thereon. According to these estimates, during 
the 7fh Plan, the production is expected to be 9850 
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million metres whose value would be Rs. 5910 crores 
and credit requirements for this level of production at 
40% of the value would be Rs. 2364 crores. It has 
also been suggested that at least 50of the cloth 
produced by the primary societies should be marketed 
through Apex Marketing Societies who would need 
Rs. 1182 crores of credit for the purpose. For the 
residuary sector (i.e. outside the cooperative fold and 
HDCs), the Committee lias set the target at about 1650 
million metres for the year 1989-90. Assuming a rate 
of Rs. 6/- per metre of cloth, its value of production 
for the year in the residuary sector would work out to 
be Rs. 990 crores and the credit requirements for this 
value of production at 40 Vo would be Rs. 396 crores. 

7.37 A target of modernising 1.20 lakh looms dur¬ 
ing the 7th Plan period lias been envisaged. The ave¬ 
rage unit cost of modernisation has been indicated as 
Rs. 5000 of which 1/3 v/ill be subsidy and 2/3 will 
be loan from financial institutions. The Task Force 
set up by the NABARD on Handlooms has recom¬ 
mended a new line of credit for modernisation. The 
requirement of credit for modernisation at the rate of 
2/3 of Rs. 5000 i.e. Rs. 3334 per loom for 24000 looms 
per year as proposed works out to Rs. 8 crores and 
for the Seventh Plan period an amount of Rs. 40 
crores would be required to modernise 1.20 lakh looms. 
The Task Force has also recommended refinance faci¬ 
lity through banks, to meet the working capital re¬ 
quirement of Apex/Regional Societies and Handloom 
Development Corporations for establishment/renova¬ 
tion of show-rooms for marketing of the products of 
the member societies for which institutional credit 
facility does not exist at present. The Committee has 
estimated the credit requirement to be of the order 
of Rs. 115 crores for the establishment of 250 new 
emporia and renovation/modernisation of 100 emporia 
per year, during the 7th Plan period. 

7.38 The coverage of looms by Handloom Develop¬ 
ment Corporations is expected to go up from the pre¬ 
sent level of about 1.5 lakh looms to 3 lakh looms 
and production by these looms is estimated at 500 
million metres of cloth in the terminal year 1989-90 
of the 7th Plan for which working capital requirement 
would be Rs. 120 crores. According to the year-wise 
targets of production for the HDCs during the 7th 
Plan period worked out by the Committee, the pro¬ 
duction during the 7th Plan is likely to be 1670 mil¬ 
lion metres and Rs. 1002 crores in value. The credit 
requirement for this purpose has been placed at Rs. 
401 crores during 1985-90. At present, the Handloom 
Development Corporations are getting credit facility 
from Commercial Banks mainly for marketing of fini¬ 
shed cloth and partly for storing of raw materials like 
yam. During 1982-83, credit sanctioned for the pur¬ 
pose aggregated only to Rs. 11.90 crores. The Task 
Force of NABARD on Handlooms has recommended 
that State Handloom Development Corporations should 
be treated on lines similar to Apex Societies with re¬ 
gard to meeting their working capital requirements for 
production and marketing. The RBI has been of the 
view that Handloom Development Corporations are 
eligible to obtain credit from the commercial banks 
under the priority sector schemes. A working Group of 


Ministry of Commerce has estimated a credit gap bet¬ 
ween the present level of finance available to the Harid- 
ioom Development Corporations from the Commercial 
banks and projected requirements during the 7th Plan 
period. The working group has recommended that 
arranaemeiits be made to fill up this gap through 
Apex~ Cooperative Banks with refinance facility from 
NABARD, if necessary. Furthermore a working 
group set up by the RBI is also looking into this 
matter. 

7.39 The working capital requirements of the co¬ 
operative Spinning Mills as met by the Cooperative 
Banks and Commercial Banks are around 18% per 
annum. The production cost of hank yam used by 
the handlooms sector is more compared to the yam 
in the form of cones. In view of this, the Task Force 
has observed that there is a case for providing refi¬ 
nance facility for working capital where at least 75% 
of output of cooperative Spinning Mills is in hank form. 
The Task Force has recommended, as suggested by 

Hate Study Group earlier, that as in the case of 
C;)operative Sugar Mills, the Cooperative Spinning Mills 
organised by Handloom Weavers/Handloom Weaver 
Sociities should get their working capital requirement 
at 16.5% per annum and RBI accordingly open a line 
of credit for them. According to the Task Force, 
working capital requirement of a Cooperative Spinn¬ 
ing Mill, on an average is Rs. 1 crore. The number 
of handloom weavers’ Cooperative Spinning Mills 
producing hank yam to the extent of 75% of their 
production was around 20 out of the 30 cooperative 
mil's of this category, as on 30-6-82. The number 
would increase further to 25 and 30 during 1984-85 
and 1985-86 respectively as indicated by the Task 
Force. This estimate assumes that over the figure of 
25 mills in 1984-85, the number of mills will keep on 
increasing at the rate of 5 mills each year over the 
number of mills in the previous year. 

7.40 Keeping in view the recommendations made by 
the Task Force set up by the NABARD for Hand¬ 
looms and suggestions made as also credit _ require¬ 
ments estimates based thereon by the Committee, the 
credit requirements for Handlooms sector during the 
Seventh Plan may be as indicated in the table given 
below; — 


Item (Rs. crores) 


1. Production and marketing credit required by hand- 

loom weavers societies. ..... 2364 

2. Marketing Credit required by Apex Marketing 

Societies."82 

3. Modernisation of looms ..... 40 

4. Working Canital requirement of Apex/Regional 
Societies and Handloom Development Corporations 

for Establishment/renovation of show rooms . 115 

5. Production and marketing credit required for looms 

covered by Handloom Development Corporations 40! 

6. V/orking Capital requirements of cooperative spi¬ 
nning Mills 200 

7. Production and Marketing Credit required for 

looms covered by the residuary sector (outside 
cooperative fold and HDCs)—for 1989-90 only. 396 
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Sericulture 

7.41 At preseiit, finance is provided by the Com¬ 
mercial Banks, Regional Rural Banks (RRBs), Apex 
Cooperative Banks and District Central Cooperative 
Banks (DCCBs). The Commercial Banks and RRBs 
finance sericulturists directly or through sericulturist 
societies or Primary Agricultural Credit Societies (PA 
CS) ceded to them. Main activities for which finance 
is required include development of land, cost of mul¬ 
berry plantation, sinking of wells, provision of pump 
sets, construction of rearing house and reeling shed, 
purchase of reeling equipments etc. Share and working 
capital is also required by the Government marketing 
agencies and/or Cooperatives marketing sericulture 
products. 

7.42 During the Sixth Plan, area under mulberry is 
expected to go up rainfed from 0.96 lakh hectares in 
1979-80 to 1.06 lakh hectares in 1984-85 and irrigated 
from 0.59 lakh hectares to 1.43 lakh hectares in the 


same period, both taken together, from 1.55 lakh 
hectares to 2.49 lakh hectares. Task Force has asses¬ 
sed the credit requirements for mulberry development 
on the following parameters: 

Term Loan—for development: 



Item 


(Rupees) 

1. Per hectare of rainfed area 


12,500 

2. Per hectare of irrigated area credit required 
from institutional sources—for 50% of the area • 

25,000 

Short-term Credit—for maintenance ; 

Item 

Rainfed 

Irrigated 

1. Requirement per hectare per year 
(Rs.). 

3,000 

7,500 

2. No. of Crops per year 

4 

5 

3. Requirement per crop @ IJ 
times the credit per crop (Rs.) 

1,125 

2,250 

7.43 Partimeters assumed bv the Task Force for other 
activities for which credit is required are given below: 

S1. Nature of activity 

No. 

Minimum & Maximum 

Term Loans 



1. Construction of wells & insta¬ 
llation of pump sets. . 

Rs. 15,000 to 

Rs. 22,000 

2. Deepening of wells 

Rs. 3,000 to 

Rs. 4,000 

3. Silkworm rearing equipments per 
acre ..... 

Rs. 2,000 to 

Rs. 2,500 

Assam 

Rs. 4,000 


4. Construction of rearing house 
(model for 1 acre) 

Rs. 4,500 to 

Rs, 10,000 


•SI. Nature of Minimum 

No. activity Maximum 


Shon-tenn Loans 


5. Cost of cultivation & Silkworm 


rearing charges for 5 or 6 crops of 


irrigated garden ner year , 

Rs. 3,000 to Rs. 3,600 


((if', Rs. 600 per crop) 

6. Rainfed/acre for 4 crops 

Rs. 1,600 


(@ Rs. 400 per crop) 

Non-Mulberry Silk 


7. Cost of rearing per rearer per 


year. ..... 

Rs. 500 

Processint; activity {Term-loan) 


8. Reeling ; Loan for purchase of 


(i) Charkhas 

Rs. 1500 

(ii) 5 unit Amber charkhas 

Rs. 64,575 

(iii) Cottage Basin Unit 

Rs. 34,850 

9. Financial Assistance to Reelers’ 


Cooperative Societies for installa- 


tion of Hot Air Driers 

Rs. 1,00,000 

10. Twisting 


Cost of Twisting Machines : 


(i) 360 Spindle unit. 

Rs. 1.57 lakhs 

(it) 1200 Spindle unit 

Rs, 1.80 lakhs 

11. Loan requirement for seed pro- 


duction unit (for the Department 


personnel and required personnel 


only). 

Rs. 8,500 per unit 


7.44 On the basis of the above parameters, credit 
requirements worked out by the Task Force for 1983- 
84 and 1984-85 are as given below: 


(Rs. lakhs 


Year 

Mulberry 

Non- 

Processing Total 


Sector 

Mulberry 

Sector 



1983-84 

1387.68 

32.61 

429.50 

1849.79 

1984-85 

1978.81 

50.83 

433.02 

2462.66 


7.45 The Committee has accepted the parametres 
assumed by the Task Force and used the same for 
estimating the credit requirements during the Seventh 
Plan. It has been suggested that the area under mul¬ 
berry may be increased by one lakh hectares out of 
which 20,000 hectares will be irrigated and 80,000 hec¬ 
tares will be rainfed. For this additional area of one 
lakh hectares to be brought under mulberry and for 
maintenance of the entire 3 lakh hectares under mul¬ 
berry (1.20 lakh irrigated and 1.80 lakh rainfed) the 
credit requirements would be as detailed below: 

/. Cost of Plantation (Term Loan) 

1. Irrigated 20,000 hectares @ Rs. 

25000 per hectare • • • Rs. 50.00 crores 

2. Rainfed 80,000 hectares ® Rs. 

12,500 per hectare . Rs. 100.00 crores 


Total 


Rs. 150.00 crores 
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II. Maintenance Cost fur the entire 
Plantation (.Slinrt-tenn credit) 


I, Irrigated 1,7,0.000 heclarcs ■" 
Rs. 7.,‘iOO jXT hectare 


Rs. yO.OO crores 


2. Raip.fed 1,80,000 hectares 
Rs. ,7000 per hectare 

Total .... 


I/I 

, Rs. 54.00 crores 


Rs. 144.00 crores 


(iv> a higher limit i.s provided in cases where the 
loan application i.s accompanied by any concrete 
:ind acceptable programme of a society and sa- 
ti.sractory arrangements are made by the Cent¬ 
ral Cooperative Bank and the Government for 
proper execution and .supervision of the pro¬ 
duction programme. 


Grand Total . . Rs. 294.00 crores 


7.46 It has been assumed that requirement of non¬ 
mulberry sector and processing would be 25% of that 
of the mulberry sector which would be Rs. 73.50 crores 
or say Rs, 74.00 crores. Thus during the Seventh Plan 
period, overall requirement works out to Rs. 368 crores 
if the entire amount i,s to come from financial insti¬ 
tutions. Since sericulture is with small farmers dis¬ 
persed all over it would not be easy to be reached by 
the banks as they follow an area approach. It could 
be reasonably assumed that around l/3rd of the esti¬ 
mated credit requirement would be met by the finan¬ 
cial institutions. The Committee has also suggested 
creation of necessary infrastructure like establishment 
of (i) grainages in private sector (ii) chawkie rearing 
centres under private/cooperative fold, (tii) cottage 
basin units, (iv) charkhas and (v) conversion of 
charkha units into cottage basins etc. For this purpos:, 
the Committee has estimated the credit, requirements 
at Rs. 80 crores. in this case also, only l/3rd or say 
Rs, 25 crores may be taken becoming available from 
financial institutions. Hence, during the Seventh Plan 
period, total credit required for sericulture may be 
placed at. Rs. 150 crores. 

Coir 

7.47 Financing of industrial cooperatives is the legi¬ 
timate business of the cooperative banking structure 
and coir is one of the 22 broad groups of approved 
cottage and small scale industries for financial assis¬ 
tance at concessional rate of interest. NABARD pro¬ 
vides refinance facilities for the production and sale of 
primary cooperative societies. The accommodation is 
in the nature of reimbursement finance within the san¬ 
ctioned limit for the financial year. The Task Force 
on Coir has worked out norms for assessing working 
capital requirements for acquiring retted husk, produc¬ 
tion of yarn, wages payable, cost of dyes, chemicals 
etc. The credit limits fixed by NABARD are as fol- 
low.s: 

(i) 75% of the value of anticipated requirement of 
retted husk plus l/3rd of the value of the anti¬ 
cipated yarn production: 

(ii) in the case of mats and mattings the limit is at 
the rate of l/3rd of the value of anticipated 
production; 

(iii) the anticipated production of yarn as well as 
mat.s and mattings is arrived at by adding 20% 
to the value of production during the previous 
year. The limit unto 33 1/3% of the antici¬ 
pated va’uc is allowed only if sales during the 
previous year were 60% of the total produc¬ 
tion; and 

7-2 PC/ND/a? 


7.48 Apart from the above, credit is required for 
procurement and marketing of coir yarn and coir pro¬ 
ducts by the Apex Coir Cooperative Marketing Society 
which acts as a federal organisation of primary coir 
cooperative .societies. The limit provided for the pur- 
po.se is 40% of the anticipated sales (this is assumed 
to be 20% over the previous year’s sale) of Apex 
Societies during the year. 

7.49 Refinance facility is available to the State Co¬ 
operative Banks on behalf of Central Cooperative 
Banks for advances made by them to Primary Agri- 
culUirc Credit Societies (PACS). Large-sized Multi¬ 
purpose Societies (LAMPS) and Farmers’ Service Socie¬ 
ties (FSS) for working capital requirements of coir arti¬ 
sans in rural areas not served by any coir cooperatives. 

7.50 Coperative banks provide long term finance to 
cottage and small scale industries, particularly Co¬ 
operative processing societies for acquiring block as¬ 
sets like work shed/machinery/equipments besides 
State Governments, SFCs, IDBI and NCDC. While 
State Governments and NCDC a.ssist cooperatives, 
SFCs and IDBI finance units in the private sector. 

7.51 On the basis of targets of production of coir 
sector for the Sixth Five Year Plan, the Task Force has 
estimated credit requirements for the last three years 
of the plan period. It has been assumed that 10% of 
the funds required will be contributed by the benefi¬ 
ciaries. Accordingly, actual credit required is as fol¬ 
lows ; 


(Rs. crores) 


1982-83 

1983-84 

1984-85 

Total 




(1982-85) 

40.00 . 

54.00 

63,00 

157.00 


7.52 In addition to the working capital required as 
above, term credit to the tune of Rs. 3.45 crores has 
been estimated for rubberised coir units and defiber- 
ing units in coir producing states and for one Needle- 
felt unit to be set up in one of these .states. However, 
in the coir industry there has been a crisis during the 
last 2 years and production has declined considerably. 
Keeping this in view, the working group on coir had 
suggested a production level of 1.776 lakh tonnes for 
1984-85 (1.403 and 0.373 lakh tonnes of white and 
brown fibre respectively) as against the target of 2.35 
lakh tonnes (1.90 lakh of white fibre and 0.45 lakh of 
brown fibre) for the industry when the Sixth Plan was 
finalised. Obviomsly, the estimates of the Ta.sk Force 
would be unrealistic. The Committee has taken the 
revised target of 1.776 lakh tonnes for 1984-85 as base 
and projected year-wise targets for the Seventh Plan 
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period 1985-90. Taking into account these targets, 
credit retjuirements have been worked out, applying the 
norms and metliodology adopted by the Task Force 
in this regard. The credit requirements for 1984-85 
and 1989-90 work out around Rs. 48 crores and Rs. 74 
croies respectively. Overall requirements for the plan 
period, 1985-90 work out to about Rs. 308.20 crores. 
If the term credit need of Rs. 3.45 crores estimated by 


the Task Force is added to it, the credit requirements 
of the coir industry during the Seventh Plan would be 
Es. 311.65 crores. 

7 53 The institutional cooperative credit needs cal- 
c latcd by the Committee are indicated in the fol¬ 
lowing table; 


(Rs. Crores) 



1985-86 

! 986-87 

1987-88 

1988-89 

1989-90 

1985-90 

Total 

Total credit needs 

81-87 

88-22 

93-30 

98-43 

105-22 

467-04 

Of which institutional Credit 

49-12 

52-93 

55-98 

59-06 

63-07 

280-16 

Of which Cooperative Credit 

16-37 

24-87 

33-96 

45-95 

52-66 

173-81 


(208/) 

(30%) 

(-10%) 

(45%) 

(50%) 



Sural! Sraie Imhistries 

7.54 The Working Group set up for the formula¬ 
tion of development schemes/programmes for the 7th 
Plan for the Small Scale Industries (SSI) has estimated 
credit requirements. The institutional credit is avail¬ 
able to S.S.I. from Commercial Banks, Cooperative 
Banks, Regional Rural Banks (RRBS) and State Fin¬ 
ancial Corporations (SFCs). At the Apex level, the 
two institutions are the Industrial Development Bank 
of India (IDBI) and National Bank for Agriculture 
and Rural Development (M.ABARD). While the SFCs 
largely p ovide term finance (except in case of com¬ 
posite loans), the others provide both working capi¬ 
ta! and term loans to SSI. 

7.55 Over the years, there has been a considerable 
increase in the flow of credit to the SSI Sector. The 
percentage of outstanding credit to value of produc¬ 
tion in SSI increased from 11.0% as at the end of 
Decem.bcr 1974 to 13.7% as at the end of December 
1978. It declined thereafter and stood at 12.7% at 
the end of December 1982. Similarly, the outstanding 
credit to .small scale industries has increased from 
Rs. 211 crores constituting 6.9% of total bank credit 
as at the end of March 1968 to Rs. 4433 crores as at 
the end of December 1982 constituting 13.0% of the 
ioial bank credit. Of the total priority sector loans 
and adv.inces by the banks. 37.7% was accounted for 
by the SSI. Refinance provided by the IDBI to SSI 
also recorded a significant increase from Rs. 101 
crores in 1978-79 to Rs. 301 crores in 1982-83. 


out at constant prices of 1982-83. Looking to the 
potential of this sector, the Working Group for the 
Seventh Five year Plan has estimated a growth rate 
of 10 percent notwithstanding that the prices will not 
remain constant and there is a possibility of double 
digit inflation. Based on the projected^ growth at the 
compound rate of 10% production during the Seventh 
Plan p rio:i (based on 1982-83 prices) will go up from 
Ps. 39.000 crores in 1984-85 to Rs. 62.810 crores by 
1989-90. Year-wise breakup of production is as fol¬ 
lows ; 


(Rs. crores) 


1982-83 

(price.s) 

1985-86 . ... 

42,900 

1986-87 .... 

47,190 

1987-88 .... 

51,909 

1988-89 .... 

57,100 

1989-90 .... 

62,810 


7.57 To estimate the requirements of working capi¬ 
tal and term loans, following assumptions have been 
made; 


(i) 1/5 of the gross production would constitute 
value added component; 

(ii) the incremental capital output ratio would be 
about 2:1; 


7.56 ' he growth of production during the Sixth 
Plan is expected to be around the annual compound 
growth rate of the 8.7%. The value of production 
for the terminal year of the Sixth Plan (1984-85) has 
been eshmated at Rs. 45593 crores (at current prices) 
by taking into account an increase of 5 per cent in 
the wholesale price index of manufactures and given 
the value of production of SSI for 1982-83 as Rs. 
35000 c'ores (at current prices). Projections of the 
vaiue o; production and the credit requirements of 
the SSI have been made taking 1984-85 as the base 
yes’- and estimates for 1985-90 have been worked 


(iii) total fixed capita! required would include an 
additional 15%, as pre-operative expenses and 
margin money for working capital; and' 

(iv) the plausible value for debt-equity ratio would 
be 2.5:1 

7.58 While considering the above, it has to be kept 
in mind that the present data base for the small scale 
sector is extrem.ely weak. The fixed capital estimates 
derived on the basis of these estimates do not include 
pre operative expenses and margin money for work¬ 
ing capital. The following tables give estimates of 
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value added, fixed capital requirements and incremen- 
ta! lixed capital requirements; — 

Value added in SSI Sector (1/5 of gross production) 

(Rs. in crores) 

Year 

Value 

1985-86 . 

lOO.V) 

1986-87 . 

1i.03 t 

1987-88 . 

12,137 

1988-89 . 

13,351 

1989-90 . 

14,686 

Fixed Capital Requirements 


(Rs. Crores) 

Year 

Annual Estimated 


increase Capital 


requite- 


mc-iits 

1984-85 . 

18,238 

1985-86 . 

1,824 20,062 

1986-87 . 

. 2,006 22.068 

1987-88 . 

2.207 24,275 

1988-89 . 

2,428 26,703 

1989-90 . 

2,6,70 29,373 

Incremental Fixed Capital Reqidrements (iiuludiny addiliounl 

15% as pre-operative expenses) 



(:<£. crorcs) 

Year 

E:,timated 


re-'-uirememb 

1985-86 . 

2098 

1986-87 . 

2.307 

1987-88 . 

2538 

1988-89 . 

2792 

1989-90 . 

3071 

TOTAL . 

12806 

7.59 The terra credit from the financial institutions 

to the S.S.I. sector with the debt-equity ratio as 2.5 ; 1 

works out as onder; — 


Term loans Required 



(Rs. crorcs) 

Year 

Estimated 

Rcqui.renicnts 

1985-86 . 

1499 

1986-87 . 

1643 

1987-88 . 

1813 

1988-89 . 

1954 

1989-90 . 

2194 


9148 


7.60 if we further assume that 20or the total 
equity requirements of the vSSi sector have to be pro- 
viJed by the financial institutions as equity assistance, 
I he assistance to be provided by the financial institu¬ 
tions for this purpose is estimated to be : — 

'Cil-iHy Assistance by Financial Iiistitiinuns 

(Rs. crorcs) 


Year 


Hstimated 

Requir;- 

incnis 


198.5-86 

1986-87 

I9S7-8? 

1988- 89 

1989- 90 
Total 


J20 

13,2 

145 

160 

175 

732 


7.61 Requirements of working capital can be esti¬ 
mated on the assumption that it would be of the order 
of 25 ;,', of the gross value of production in any given 
year, reckoning a production cycle of 4 tirn.ts a year. 
On the assumption that 2/3rds of the total w'orking 
capital required would come for the small scale sector 
from the banks, the incremental working capital re¬ 
el rired would’ be; — 


Incrsinental Workin;; Capital Required 


1 e.'ir 

1985 -86 
I986-S7 
I9S7-8S 

1988- 89 

1989- 90 
Total 


tils, crores) 

Hstiinalsd 

Require¬ 

ments 

760 
836 
919 
iOIl 
1113 

•it 6.7^.* 


7.62 Thus, the total projected incremental credit re 
quirements of the SSI Sector by w'ay of term loans 
working capital and equity assistance can be summa 
lisod as indicated below; 

Credit Requirc/iieiitx of SSI Sector (1985-90) 

(Rs. crores) 


Term loans 

Debt Tquity Ratio 2.5:1 

Equity Assistance 
Debt iiqiiity Ratio 2.5:1 

Incremental Workina Capital (Bank funded) 

Total ...... 


9148 

732 
4631 
1451 i 
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7.63 In addition, it is desirable to make a separate 
provision to the extent of Rs. 50 crores for strengthen¬ 
ing the activities of support agencies, particularly in 
respect of raw materials supply and marketing assis¬ 
tance. The projected credit requirements of the Small 
Scale Sector imply a significant step up in the credit 
flow as compared to the trends observed in the recent 
past. The estimates should be taken as indicative as 
they are based on various assumptions which are sub¬ 
ject to change. In order to achieve the increased flow 
of institutional finance, a variety of measures would 
be needed. 

7.64 Based on the estimates in the tables in the 
preceding paragraphs the total credit requirements of 
SSI Sector would come to Rs. 14561 crores. 

Handicrafts 

7.65 riie Task Force on Handicrafts constituted by 
the NABARD to examine the credit needs of the handi¬ 
crafts sector estimated investment in this sector to be 


roughly 50% of the value of the production and assu¬ 
med the average ratio between fixed and working 
capital at 1:5. The Task Force estimated investment 
in the handicrafts sector around Rs. 1600 crores by 
1983-84. No data is available to indicate the quan¬ 
tum of credit flow to the handicrafts sector exclusively 
but the Task Force estimated it to range between Rs. 
75-100 crores. The Task Force expected that of the 
total investment of Rs. 1600 crores, at least 20% should 
come from commercial banks as financial support to 
the handicrafts sector. Keeping in view, the require¬ 
ment of the handicrafts sector the credit requirements 
of handicrafts sector through banking channels by 
1983-84 were moderately placed by the Task Force at 
Rs. 300 crores—Rs. 40 crores for fixed capital and 
Rs. 260 crores for working capital. 

7.66 The Working Group on Handicrafts constitut¬ 
ed by the Planning Commission for formulation of the 
7th Five Year Plan has envisaged the following tar¬ 
gets for exports, production and employment in res¬ 
pect of handicrafts during 1985-90. 


Year Projections 

1984-85 

(base) 

1985-86 

1986-87 

1987-88 

1988-89 

1989-90 

1. Exports (Rs. in crores) . . . . 

1760 

1896 

2050 

2216 

2396 

2591 

(a) Cems and Jewellery . . . . 

1345 

1460 

1592 

1735 

1891 

206! 

(h) Other handicrafts . . . . 

415 

436 

458 

481 

505 

530 

2. Production (Rs. crores) . . . . 

3500 

3815 

4160 

4535 

4945 

5400 

3. Employment (lakii persons) • • • • 

27-40 

28-90 

30-50 

32-20 

33-95 

35-80 


7.67 For development of handicrafts, the Working targets of exports, production and employment as also 
Group has envisaged programmes which include tra- the programmes envisaged during the 7th Plan {1985- 

ining, design and technical development, marketing, 90), the Working Group has estimated investment and 

common facility centres and raw materials depots, str- requirement of institutional credit for the handicrafts 

engthening of cooperatives, etc. Keeping in view the sector during the 7th Plan as under; — 


(Rs. crores) 


Year Projections 

1984-85 

(base) 

1985-86 

1986-87 

1987-88 

1988-89 

1989-90 

I, Estimated capital investment ..... 

1400 

1525 

1665 

1815 

1980 

2160 

2. Lcs-, of land & Building ...... 

880 

960 

1050 

1140 

1240 

1350 

(a) Fixed capital assets other than land & building 

150 

160 

176 

190 

206 

224 

(b) Working capital ....... 

730 

800 

874 

950 

1034 

1126 

3 Requirement of institutional finance: 

(a) l-'ixed c.apitai ....... 

75 

80 

88 

95 

103 

112 

tb' Working capital ....... 

240 

264 

288 

315 

344 

375 


315 344 376 410 447 487 


Total 








CHAPTER VIII 


SYSTEMS AND PROCEDURES FOLLOWED 
BY BANKS AND FINANCIAL INSTITUTIONS 
IN LENDING TO VSI SECTOR 


8.1 A High Powered Committee (Puri Committee) 
appointed by the Government of India, submitted 
a report in 1977 regarding various problems particu¬ 
larly relating to systems and procedures and other 
related problems of bank credit to small-scale indust¬ 
ries. The major recommendations of the Committee 
were accepted by the government. Reserve Bank of 
India issued suitable instructions during 1978 regard¬ 
ing the implementation of recommendations of this 
Committee. 

8.2 The Puri Committee had prescribed simplified 
application forms for different categories of small- 
scale borrowers. For loans below Rs. 25,000 a com¬ 
bined application-cum-interview-cum-appraisal form 
has been prescribed. For loans above Rs. 25,000 and 
upto Rs. 2 lakhs the Committee has prescribed sepa¬ 
rate application forms and interview-cum-appraisal 
forms. The Committee has also prescribed renewal 
forms for loans above Rs. 25,000 and upto Rs. 2 
lakhs. The Committee had stressed the need for 
standardisation of application and appraisal forms by 
all banks. 

8.3 The Committee suggested that RBI and IDBI 
should ensure adoption of these application forms by 
all banks/State Financial Corporations (SFCs)/State 
Industrial Development Corporation (SIDCs) in the 
light of recommendations made in paragraph 8.6 
below. 

8.4 It has been highlighted during discussion by 
the Committee that various agencies/SSI associations 
have asked for making available these application 
forms, apart from Hindi, in regional languages also. 
The Committee recommends that these application 
forms should be made available in regional languages 
also. Adequate stocks of such forms should be avail¬ 
able with all branches of banks/SFCs/SIDCs. 

8.5 By and large the feed back received by the 
Committee has been that these forms are quite simple 
and no modifications are called for in them. To 
facilitate filling up of these forms by the borrowers 
suitable support should be provided by DICs/banks/ 
SFCs/SIDCs. The Committee recommends that the 
concerned organisations should arrange for provision 
of such support required by entrepreneurs. 

8.6 The format for loans above Rs. 25.000 and 
upto Rs. 2 lakhs suggested by the Puri Committee, is 
being used by Ihc Stale Bank of India for loans upto 
Rs. 5 lakhs. The Committee sees the distinct advan¬ 
tage of using the form upto Rs. 5 lakhs so as to 


cover most of the tiny sector units through these sim- 
phhed application forms and interviews-cum-ap- 
praisal forms. The Committee appreciated the efforts 
of State Bank of India and desired that other nationa- 
lisel banks may also follow the same form. 

0.7 In so far as the application forms of the SFCs/ 
SIDCs are concerned, it is observed that they are not 
as simplified as the forms being used by the banks. 
In fact the application forms for loan assistance 
exceeding Rs. 2 lakhs and below Rs. 5 lakhs from a 
SFC run into number of pages and similarly for ap- 
pii.:ation forms for larger loan amounts. The Com- 
miifce suggests that IDBI should look into this aspect 
and suggest simplified forms for adoption of SFCs 
and SIDCs. 

8.8 For the sake of uniformity, the Committee sug¬ 
gests that the format suggested by the Puri Committee 
should be brought into use by KVIC, DICs, TCOs 
and other promotional agencies. The Committee has 
noted that wherever DICs have acquainted themselves 
with the forms in use by the banks and financial 
institutions for different categories of borrowers not 
only hardship of the borrowers has been mitigated but 
even the rejection of the applications by the banks 
has been lower. 

8.9 The Committee is of the view that with stan¬ 
dardisation of application forms, uniformity in their 
implementation, and use of these forms by promo¬ 
tional agencies, the problems of piece-meal queries by 
banks and to large extent the ensuing delays, would 
be reduced. The Committee further suggests that 
applications submitted by borrowers to banks or 
sponsored by DICs. KVIC and other agencies should 
be suitably considered by the bank branches. There 
should be monthly review to consider pending appli¬ 
cations, if any and to initiate appropriate action to 
dispose them. It further suggests that the process of 
rejection of applications should be suitably monitored 
for a bank as a whole for appropriate control, review 
and guidance. 

8.10 The norms regarding the period in which loan 
applications have to be sanctioned by the banks have 
already been laid down by RBI. The Committee was 
informed that banks are required to dispose of appli¬ 
cations for credit limits upto Rs. 25,000 within 4 
weeks. Loan applications beyond Rs. 25,000 and 
upto Rs. 2 lakhs are required to be sanctioned within 
8-9 weeks from the date of receipt of such applica¬ 
tions. In view of the Committee’s suggestions made 
in paragraph 8.6 above, these norms should apply for 
borrowers upto Rs. 5 lakhs, and further, the norms 
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should be regarded as outer limits. The Committee 
feels that where the bank managers are better equip¬ 
ped to deal with loan applications, loans should con¬ 
tinue to be saiicticiicd expeditiously and generally 
earlier than the period stipulated above. 

8.11 To assist in expeditious disposal of applica¬ 
tions by banks the Committee is or the view that 
bunching of applications should be avoided and flow 
of apjdications should be evenly spread throughout 
the year rather than concentrating in the month of 
March when applications in bulk are sponsored by th.e 
promotional agencies. 

8.12 The Committee recommends that suitable 
Cells should be set up by banks to deal with lending 
to artisans, viJiage, tiny and small-scale industries. 
This would serve a? contact points for borrowers and 
assist in speedy sharing of information and dispensa¬ 
tion of credit. Where necessary suitable staff/tech¬ 
nical support sl'O ild also be provided to cope with 
the increasing work load connected with flow of credit 
to VSI sector. 

8.13 Feed-back received by the Committee reveal¬ 
ed that bankers are still insisting on collateral secu- 
iity or third party guarantee in case of small loans 
upto Rs. 25,000. The Comnnittee noted that despite 
issue of speciiic guidelines to the banks by the Re¬ 
serve Bank of India there is an urgent need to create 
c'lwareness both among bank staff as well as borro¬ 
wers including prospective borrowers for delinking 
the proposal from the collateral/third party guarantee 
and sanction loans based only on the viability of the 
project. Only the assets created out of the bank loans 
should form security for advances. Each bank should 
ensure that the guidelines issued in this regard by 
TBl are im])Iemented in the true spirit at the grass 
root level. RBI should also monitor that their guide¬ 
lines/directives are in fact followed by the banks/ 
other agencies. 

8.14 Regarding margins for working capital, the 
Committee's suggestions are: 

(a) the prescribed margins should be printed on 
the reverse of the application forms; 

(b) for credit limits upto Rs. 25,000, no margin 
need be prescribed; 

(c) for credit limits over Rs. 25,000, margin should 
not normally exceed 20%; 

(d) where margin money/assistance/subsidy is 
available from the Government or any other 
financial/promotional agency and is not less 
20% of the loan amount, it should serve as a 
margin and no further margin money should 
he asked for; 

(e) there should be no insistence on full margin to 
be brought in at the beginning of the loan 
operation. Permission should be accorded to 
bring margin in stages; and 


(f) where under the existing special schemes like 
dial of entrepreneurs, low/no margins are 
charged, the benefit should be allowed to con¬ 
tinue. 

8.15 Regarding term loans, the promoters’ contri¬ 
bution/margin has been prescribed keeping in view 
the location, type of entrepreneur, etc. The Com¬ 
mittee suggests that the norms prescribed by IDBI for 
term loans should also be followed by banks. 

S.lt) Ine Committee is of the view that since com- 
piainls are received from users, there should be a 
machinery at regional/zonal/central office of all banks 
to entertain complaints from borrowers in the matter 
of guidelines/instructions/norms not being followed. 
Further, there should be a machinery to verify that 
guidelines/instructions/norms are implemented by 
branches in actual practice. 

8.17 h hc present practice of charging penal rate of 
interest by banks works to the disadvantage of small 
units. The Committee recommends that the practice 
of charging penal rate of interest for small industries 
m,ay be dispensed with particularly for smaller among 
the small units. 

8.18 Another problem faced by smaU-scale indust¬ 
ries relates to delay in payment of bills to the small 
scale units by large and medium scale units. RBI 
has examined this aspect and issued guidelines to 
banks with a view to resolving this problem. The 
Committee is of the view that RBI should take steps 
to have the guidelines monitored and implemented by 
the banks. 

8.W Besides tire loregoing suggestions, Reserve 
Bank of India should re-examine the need for ‘dis¬ 
count houses’ and ‘factoring' to take care of the pro¬ 
blem of delayed payment by larger units to small 
scale/ancillary units. Further, IDBI should also 
examine the feasibility of devising a suitable ‘Dis¬ 
counting Scheme’ for such bills whose payment is de¬ 
layed by larger units. 

8.20 The Committee Iras also examined the current 
practice of credit appraisal by banks and financial 
institutions regarding working capital loans and term 
loans to .small industries. In the light of the recom¬ 
mendations made by the Puri Committee, the appraisal 
procedure for small loans has been streamlined 
considerably. The credit appraisal procedures in res¬ 
pect of rmail scale units whose total working capital 
requii-enients exceed Rs. 10 lakhs are examined in the 
light of RBI guidelines issued to the banks following 
the recommendations of the Tandon Committee and 
the Chore Committee. The small-scale entrepreneurs 
have to face problems on this score which adversely 
affect (he fortunes of SSI units. Their submission is 
that the entire SSI sector may be exempted from these 
.schemes. The Committee is of the view that RBI 
may re-examine this issue in detail on merits. 

8.2 i So far as the post sanction stage of loan pro¬ 
posals is concerned, two important procedures are 
docuiiientation and disbiirsemenl. The Committee 
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has examined the documentation procedure followed 
by the banks and ihc iuian. ial institutions. The Com¬ 
mittee is of the ’’'cw tiia' the docmentalion proce¬ 
dure has been standardised so far as it relates to 
Composite Loan Sche.me. As regards other loans, 
particularly those relating to VSI sector the need for 
uniform practice and standard documentation proce¬ 
dure is stressed. In this context, it may be mention¬ 
ed that the documentation procedure adopted by SBI 
has been found effective and RBI should examine the 
feasibility of advising otbc banks to follow the docu¬ 
mentation procedi'.re of SRT to ensure uniformity for 
the VSI sector. 

8.22 The financial instil; tions have taken a variety 
of measures to streamline the procedure so that the 
time lag between .canctii; \ and disbursement is re¬ 
duced to a minimum. ICP-I has been advising SFCs 
of various procedures to 'le adopted for expediting 
disbursement. To ensure Mm.el; implementation of 
projects, pending complei’on of documents and crea¬ 
tion of security, IDBI has recently formulated a 
scheme of refinance assisteace against bridging loans 
sanctioned by SFCs. The Committee suggests that 
this facility should be popularised and full benefits 
taken thereunder by the SFCs. 

8.23 The Credit Ginrantee Scheme of the Govern¬ 
ment of India administered by Deposit Tm-urance & 
Credit Guarantee Corporation of India (DICGCI), a 
wholly owned subsidh^’Ty of RBI has also been exa¬ 
mined by the Committee. Certain anomalies have 
been noticed in the operation of the Guarantee 
Scheme, The practice followed by institutions in 
regard to guarantee fees to be borne by them or to be 
passed on the small borrowers is not uniform. The 
guarantee ^ee in respect of the Composite Loan 
Scheme is generally borne by the institutions fully. 
Some institutions have adopted a policy of bearing 
the guarantee fees in respect of loans upto Rs. 2 
lakhs. The Committee feels that this is a good policy 
worthy of adoption by all the institutions. The Com¬ 
mittee notes that suitable guidelines have been issued 


by the RBI in March 1984 in this regard. As regards 
ofhet small-;;cale borrowers, the prevalent practice of 
the institutions is to pass on guarantee fees to the 
borrowers. A.s a result in case of cc'taia category of 
.small-scale borrowers, the incidence of interest burden 
(including guarntee fee) works out to be higher than 
tliose for medium scale industries. The Committee 
is of the view that there is an urgent need for evolving 
mechanism for the sharing of guarantee fees between 
the institutions so that no small borrower even if the 
borrowing is done through cover/support organisation 
is charged a higher rate of interest than that if he 
had borrowed directly in an individual capacity. The 
Committee suggests that existing guidelines should be 
suitably reviewed by the RBI and fresh guidelines may 
be issued to the institutions expeditiously. 

8.24 The institutions are also facing difficulties as 
the.re is a backlog of claims to be settled, particularly 
iho' e Cairns pending under the Government of India’s 
Scheme as on March 31, 1981. The Committee was 
informed that tiie DICGC has stepped up claims 
settlement considerably by streamlining its procedures 
an;.: simplification of claim formats and introduction 
o computeri.sation since 1983 in respect of small 
value claims. Still, claims worth Rs. 97.45 crores 
were pending as on January 1, 1984. The Com¬ 

mittee suggests that in view of the large backlog of 
claims. Government of India and DICGC should take 
expeditious steps to settle them and also to ensure 
that fresh claims especially of relatively small amounts 
are settled within a reasonable period of, say 2 to 3 
months, after lodgement by credit institutions,_ subject 
to normal safeguards. The DICGC may also improve 
their monitoring mechanism so that credit institutions 
submit periodical reports regarding recovery of dues 
from those accounts for which claims have already 
been settled' to enable the Corporation to receive its 
due share under its subjudigation rights. The posi¬ 
tion of claims received, disposed of and pending at 
the end of year 1981, 1982 and 1983 in respect of 
Schemes of the Government of India and DICGC is 
given below: — 

(-Amount Rs. Crores) 


Claims reccivotl Claims disposed of Claims pending as a* 

the end of the year 


No. 

Amount 

No. Amount 

No. 

Amount 


1 

2 

3 

4 

5 

6 

7 

Government's Credit Cunrantee Scheme for small scale industries 
(since cancelled as on 31rr March, 1981) 







Claims pending a'-' on 1st ,\pri! m.SI (taken over fro n ihe Rese' ve 
Bank of India). 

30,826 

98-18 



30,826 

98-18 

1st April, 1981 to 31st Deo mber, 1981 •••••• 

13,911 

20-56 

5,447 

10-69 

39,290 

108-05 

1st .Tanuary, 1982 m 3!s< Cfcember, 1982 ..... 

10,447 

20- 53 

20,445 

24-43 

29,292 

104-15 

Isf January, 19S3 to 31st Dec. 1983 . 

Corporation’s Small Loans (‘IS!) Guarantee Scheme, 1981 

7,878 

20 08 

19,469 

26-78 

17,701 

97-45 

1st April, C31 to 3!:: Deo 198!. 

!,30S 

1-74 



1,308 

1-74 

tst January, 1982 to 31st Dec. 1982 . 

4,013 

9-40 

3,105 

2-13 

2,216 

9-01 

1st January, 1983 to 31st D’c. ’''S3 ...... 

9,325 

.32- 58 

7,328 

12-93 

4,213 

28-66 




CHAPTHR. !X 


ROl.E OF PR0V10TI0NAL ORGANISATIONS 
IN THE CREDIT FLOW TO VSI SECTOR 


9.1 In this chapter an attempt has been made to 
delineate the role and functions of the different finan¬ 
cial institutions and promotional organisations vested 
with the development of the various segments of the 
village and small industries sector. The system ap¬ 
proach has been evolved wherein the coordination 
between agencies and streamlining of procedures is 
brought within the gamut of the overall credit system 
as discussed in Chapter Vill. The effort to delineate 
the functions has been made largely to subserve the 
follow’ng objectives: 

(i) to avoid diffu-sion of perspective, 

(ii) enable single point instead of multi-agency dis¬ 
pensation of credit, 

(iii) provide for total cost rather than componentwise 
requirement, 

<iv) strengthen infrastructural support including ex- 
tersion services and marketing support. 

(v) affix responsibility on promotional agencies to 
develop entrepreneurial talent and disseminate 
technology to them, 

(vi) instai; entrepreneurial culture and bring about 
attitudinal changes within the promotional 
agencies, 


(vii) promote project oriented rather than security 
oriented approach, 

(viii) pave the way for simplifications called for in 
terms of adoption of “Organisations and 
Methods”. 

9.2 Each of the segments of the village and small 
industries sector have their own unique organisational 
framework established with the specific objective of 
promoting the development of the specific sector. The 
liighlights of the functioning of these different specialis¬ 
ed boinds. the manner in which credit flow is chan¬ 
nelised, the organisational linkages which exist and 
the changes called for both in respect of operational 
and programme orientation are dealt with in the fol¬ 
lowing paragraphs. 

Khuffi & Village Industries. 

9.3 Activities relating to Khadi and Village Indus¬ 
tries are being promoted at the national level by 
the Khadi and Village Industries Commission and 
executed at the State level through the Khadi and 
Village Industry Boards and directly aided institu¬ 
tions. 

9.4 The organisational flow chart demarcating the 
agencies involved in the process of implementation of 
prog’'ammes is given below: 


KHADf & VFLLAGE INDUSTRIES COMMISSION (KVIC) 


Khadi & Village Industry Boards (KVIB) Directly Aided 

---- Institutions 

I ! 

District set-up of KVIB.s Individual artisans & 

--- Entrepreneurs 


Direct Activities 

-Hill, Border, Tribai and Weaker Section Areas 
(HBTWSA) 

—Marketing through departmental outlets. 


Cooperatives 

Artisans 


9.5 The Committee was informed that KVlC's ex¬ 
perience with the implementing agencies has, by and 
large, been varied. While interaction with voluntary 
agencies has been more or less .satisfactory, experi¬ 
ence with industrial cooperatives has not been very 
encouraging. More than 50 per cent of the coopera¬ 
tives are renorted to be dormant due to in.sufficient 
equity base, uneconomic size, inadequate managerial 
support etc. The Committee suggests that a high 
level expert group of the concerned institutions & 
organisations including representatives from the Cen¬ 
tral Government and State Cooperative Departments, 
be constituted to go into the problems of these co¬ 
operatives and sugee.st measures for activising them 
and for promoting their healthy growth. 


‘t.b it may be of interest to note that while the 
term “Khadi” has a specific definition under the Khadi 
and Village Industries Commission Act, 1956, the 
term Village and Cottage Industries' have not been 
clearly defined except to include those industries cover¬ 
ed by the schedule under Section 3 of the Khadi & Vil¬ 
lage Industries Commission Act and deemed as village 
industries. The list of specified village industries has 
been given in Annexure X. Realising this basic 
lacuna, the Committee endorses the suggestion of the 
National Committee on the Development of Back¬ 
ward Areas (NCDBA) in it's Report on Village & Cot¬ 
tage Industries, in March 1981, that the Ministry of 
Indutsry evolve a comprehensive definition of village 
industries and if necessary enlarge the scope also. The 
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Committee further feels that as definite criteria would 
be very advantageous, the Miilistry of Industry may 
address itself to this task without further delay. 

9.7 KVIC has classified its directly aided institutions 
into three major groups for the purpose of dispensing 
credit to khadi activities. These have been dealt 
in detail in Chapter V. 

9.8 The Committee noted that KVIC has met with 
considerable success in availing institutional finance 
for Khadi on account of the fact that Khadi is an ins¬ 
titutionalised programme with a streamlined costing 
system and accounting procedures. The same extent of 
success is not reflected in the village industry pro¬ 
grammes on account of the widely dispersed nature 
of these industries, absence of interest subsidy scheme 
for indiv’duals, inadequate organisational coverage by 
KVIB in the rural areas, lack of suitable monitoring 
mechanism about utilisation of credit, slow percola¬ 
tion of technological improvements, increasing com¬ 
petition from products of other competing sectors, 
difficulty in ensuring quality and standard products, 
illiteracy and ignorance of artisans, orientation to 
only a limited local market, lack of proper escort ser¬ 
vice by the KVIBs etc. Individual arti.sans in isolated 
cases procure credit under the scheme of Differential 
Rate of Interest (DRI) for loans upto Rs. 6,500/-, 
Composite Loan Scheme (CLS) for loans upto 
Rs. 25,000/-, Integrated Rural Development Pro¬ 
gramme Scheme, Financing Scheme for tiny sector 
units for loans above Rs. 25,000/- 

9.9 In the context of the above the Committee feel 
that besides finance, village industries require broad 
support in terms of: 

fa) enlargement and reservation of specified items 
for production in the village industries sector; 

(b) continuous updating and dissemination of tech¬ 
nology to the field: 

(cj provision of training, design and market intelli¬ 
gence to enterpreneurs to enable change in 
production lines and thereby capture a larger 
market; 

(d) supply of raw materials particularly those not 
locally available at reasonable rates; 

fe) improvement in tools and techniques; 

(f) developing the necessary marketing framework 
to cater to local and outside markets; 

(g) standardisation of products and ensure its 
availability through normal distribution chan¬ 
nels; 

(h) ensure availability of credit locally; and 

(i) general extension support and counselling. 

9.10 Keeping the above in view, the Committee 
considers the following to be of crucial importance: 

(i) There should be a rationalisation of the whole 
system of support and credit facilities: 

8—2 PC/ND/87 


(ii) All village/cottage industrial units/artisans 
which/who are situated in towns and utilise 
locally available men and raw material, should 
be expeditiously included in the Schedule to the 
KVl Act except handlooms, handicrafts, seri¬ 
culture and coir for which separate national 
boards/agencies exist; 

(iii) The feasibility of reservation of itmes for ex¬ 
clusive manufacture in the village and cottage 
industries, handicrafts, handlooms etc. may 
examined and suitable criteria may be evolved 
for this purpose. 

(iv) There should be a strengthening of the organi¬ 
sational set-up of the KVIC at the apex level 
and of the KVIBs at the State level, upto the 
field level in respect of the Khadi and Village 
Industries, particularly in terms of identifica¬ 
tion of projects/schemes, updating of techno¬ 
logy and adoption of improved techniques, 
supply of raw materials, extension of credit 
and marketing support, standardisation of KVI 
product, provision of need-based training/ser¬ 
vicing centres and extension services and sup¬ 
port. Responsibility for developing coordina¬ 
tion with credit agencies has to be vested with 
promotional bodies and mritching contribution 
of budgeted outlay by State Governments has 
to be provided in relation to the existing provi¬ 
sion made to State KVIBs by the KVIC. 

(v) Experience has shown that village industry pro¬ 
grammes have been by and large successful in 
areas where voluntary agencies are active. But 
as the number and delivery mechanisms of 
voluntary organisation are not uniform in the 
country, there is need for KVIC and other pro¬ 
motional agencies to develop their own hiera¬ 
rchy and extend their administrative machinery 
to the unit/project level. 

9.11 The Committee after considering the various 
alternatives and also the model suggested by the 
National Committee on Development of Backward 
Areas (Annexiire XIII) has come to the conclusion 
that the Ministry of Industry may constitute a group 
of the concerned Central and State level promotional 
organisations to evolve a suitable model to reach to 
the village level to achieve the objectives of promotion 
of village industries and to ensure adequate and timely 
credit for their promotion. 

9.12 The effort of the Central Govt may have to 
be supplemented by active State participation to en¬ 
sure development and implementation of village in¬ 
dustry programmes. To ensure greater state parti¬ 
cipation, one department may be entrusted with the 
responsibility for the development of rural industries 
and maintain coordination with concerned departments, 
revitalise the State KVIBs to establish better forward 
and backward linkages and matching contribution be 
made to KVIB from State budgets. In fact the Com¬ 
mittee suggests that the ideal situation would be to 
limit the role of KVIC to policy formulation at the 
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national level, international and interstate coordina¬ 
tion, overall planning, budget allocation, monitoring 
and coordinating the research work. KVIB’s role at 
the State level should be that of the principal imple¬ 
mentation agency with its organisational set-up ex¬ 
tended upto the grass-root level. 

9.13 The Committee while recognising the need for 
extending the implementation machinery upto the 
field level is of the view that creation of new agencies 
would only mean proliferation and give rise to fur¬ 
ther problems of coordination and implementation. 
It would on the other hand be cost elTective to extend 
the field machinery of KVIC to the district level. 
Further inroad into rural areas may be desirable but 
this may have to be weighed in terms of financial 
implications and practical limitation. In essence 
KVIC may remain a foot loose organisation limiting 
its reach to the district headquarters. 

9.14 On the other hand, voluntary agencies should 
be encouraged at block/taluka levels to assist artisans 
with essential inputs and back-up services and also 
maintain a liaison with the commercial banking sys¬ 
tem. 

9.15 In so tar as technology is concerned, the Com¬ 
mittee is in agreement with the suggestion for setting 
up of a National Board of Research and Technology 
for the small scale sector. Large and medium indus¬ 
tries are capable of upgrading the technology through 
various research organisations, through import of 
technology etc. Considering the need for upgradation 
of technology for tiny, village and cottage industries. 
Government have recently set up a Council for Ad¬ 
vancement of Rural Technology tCART). There are 
a number of organisations such as CSIR, NRDC, 
SISIs, State Government technological organisations 
etc. undertaking technological research. The need 
for a single agency similar to CART is recognised 
for the purpose of coordination of the activities of 
various research organisations, identification of areas 
of research, reviewing progress, documentation and 
dissemination of the results of research. This need 
could be met by setting up the National Board of 
Research and Technology for Small Scale Sector. 

9.16 For increasing credit availability to the KVI 
Sector, it is necessary to involve various types of 
institutional financing agencies such as commercial 
banks, co-operative banks, regional rural banks and 
State Financial Corporations as the pattern of organi¬ 
sation for implementing KVI programme differs from 
state to state. Similarly refinancing facility for ad¬ 
vances to the KVI Sector should be made available 
both from NABARD and IDBI. The credit needs of 
the KVI sector should be progressively met from the 
institutional financing agencies. This should i.ot pre¬ 
sent any difficulty as all the schemes of KVIC are 
financially viable and a large number of them have 
been accepted by NABARD. However, such a switch 
over is bound to be gradual as the KVI activities 
and the institutions will have to muster sufficient 
strength to become eligible to borrow loans from 


banks. Till such time budgetary resource.s may conti¬ 
nue to play their role to supplement the resources 
raised from the institutional financing agencies. 

9.17 Because of certain legal and technical difficul¬ 
ties, NABARD is not in a position to extend the 
required credit support to institutions registered under 
the Societies Registration Act, 1860 which is one of 
the important forms of organisations implementing 
KVI programmes. Similarly, NABARD is not in 
a position to extend credit support in the shape of re¬ 
finance facilities to KVI organisations as they have 
to obtain their requirements either from the co-opera¬ 
tive banks or from the regional rural banks to become 
eligible for the benefit of refinance under NABARD. 
Similarly, IDBI too cannot extend the benefit of re¬ 
finance for working capital requirements of the KVI 
institutions, as IDBI is mainly involved in extending 
term finance. The refinance facility available under 
IDBI for individual artisan is upto Rs. 25,000 as 
composite loan. It is well-known that cottage and 
village industries sector largely require.s working capi¬ 
tal finance as compared to term finance. Similarly, 
the artisan has to come under the organisational fold 
either of a co-operative or an institution registered 
under Societies Registration Act, 1860 or a similar 
organisation for obtaining the benefit of linkages both 
forward and backward. Therefore, there is need to 
remove all the constraints to enable both the refinanc¬ 
ing agencies—NABARD and IDBI- to extend their 
support to the cottage and village industries sector. 
Even though the resources of commercial banks were 
reported to be adequate there is need to further stren¬ 
gthen the availability of finance to the KVI sector. It 
is. therefore, recommended that NABARD should 
(i) extend refinance facility to the institutions register¬ 
ed under Societies Registration Act, 1860 or similar 
type of cover organi.sations and (ii) utilise the chan¬ 
nels of commercial banks or State Financial Corpo¬ 
rations for assisting cottage and village industries (in¬ 
cluding Khadi). Similarly, IDBI too should (i) extend 
the benefit of refinance for working capital advances 
required by the cottage and village industries (in¬ 
cluding Khadi) sector either for individual artisans 
or to co-operative societies or to institutions registered 
under the Societies Registration Act, 1860 or any other 
similar type of cover organisations and (ii) extend 
the advantage of lower rate of interest under the 
scheme of composite finance upto Rs. 25,000 to cover 
organisations as listed above, engaged in implementa¬ 
tion of cottage and village industries (including 
Khadil. The restriction regarding places below 
10.000 population in the case of IDBI for the benefit 
of refijiance facility for cottage and village industries 
(including Khadi) should be removed and the artisan 
and the cover organisations, as indicated above, should 
be entitled for the benefit of lower rate of interest 
under the scheme of composite finance or similar other 
schemes irrespective of location. 

9.18 The existing scheme of interest subsidy sanc¬ 
tioned by the government to the KVI has eertain in¬ 
herent advantages as it is linked with the entire deve¬ 
lopment programme relating to KVI and provides for 
linkages both forward and backward to the programme 
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and with a mechanism of identification of the bor¬ 
rower agency and its need. At present, KVI institu¬ 
tions are experiencing certain dilliculties in obtaining 
finance from the banks. In a number of cases, banks 
provide credit to KVI institutions for smaller amounts 
than recommended by KVIC/KVIB in the eligibility 
certificates issued by KVlC/KVlB under the interest 
subsidy scheme, lire Committee was informed that 
this question was examined when the matter was 
discussed in a special meeting convened by the Gov¬ 
ernor, RBI on 10th July, 1982 and attended by 
Chairman, KVIC, and the Chairmen of some nationa¬ 
lised banks. It was agreed that, by and large, the 
assessment made by the KVlC/KVlB for the purpose 
of issuing interest eligibility certificate should be accep¬ 
table to the banks but the banks have a right to 
exercise their own judgement in the matter. The 
Committee endorses this view and recommends; 
(i) that credit agencies should give weightage to the 
recommendations made in the interest subsidy eligibi¬ 
lity certificate issued by KVlC/KVlB and (ii) that 
credit agencies should not summarily reject applica¬ 
tions from eligible borrowers, if recommended by 
KVlC/KVlB. In the event of any disagreement about 
the assessment, the credit agencies should communi¬ 
cate to KVlC/KVlB the reasons for not accepting 
the assessment made by KVIC/KVIB. 

9.19 KVlC keeps an imprest amount with the State 
ollices of the KVIC to meet the interest subsidy claims 
referred by the banks. In the event of delay in pay¬ 
ment of interest subsidy to the banks, the borrowing 
institutions are put to hardship for no fault of theirs 
as normally either initially the banks debit interest sub¬ 
sidy component from the institutions’ account and 
give credit on receipt of the amount from KVIC or 
charge interest for the time lag involved in receipt of 
interest subsidy amount. As in both cases, the insti¬ 
tutions are put to hardship, the Committee recom¬ 
mends that KVIC should place adequate imprest with 
the concerned banks to enable them to draw interest 
subsidy portion and claim from KVIC from time to 
time by way of recoupment. The modus operandi 
for this may be worked out by KVIC in consultation 
with banks. 


9.20 The system of blanket insurance coverage for 
the assets of the cottage and village industries sector 
(for individual artisan as well as for organisations), 
with a lower rate of premium may be devised in con¬ 
sultation with General Insurance Corporation of 
India. Such a scheme is all the more necessary as the 
risk involved in the loss of assets is more in the case 
of small units since they do not have their required 
capacity to bear the incidence of cost involved in 
the insurance cover. Even for bigger units the stocks 
are held at different points. Similarly, some of the 
institutions are facing the problem regarding payment 
of insurance premium. When KVIC under its interest 
subsidy scheme provides tor surrender of first charge 
in favour of banks by issuance of disclaimer of prior 
rights certificate in favour of banks and as advances 
are sanctioned against security of assets, the incidence 
of guarantee charge for the institutions engaged for the 


benefit for smallest of the small should not be insisted 
upon or at best be very nominal. 

9.21 There is need to bring some parity in the in¬ 
terest rates charged by the commercial banks and the 
co-operative banks for priority sector advances. 

Handluoms 

9.22 In the handlooms sector the All India Hand- 
looms and Handicrafts Board is the apex body which 
is an advisory body essentially concerned with formu¬ 
lation of development programmes for the handloom 
industry falling within the administrative purview of 
the Ministry of Commerce. In addition, the National 
Handloom Development Corporation also operates at 
the national level. The implementing agencies at the 
State Level are the Handloom Development Corpora¬ 
tions and the Handloom Cooperative Societies. 

9.23 Basically, the Handloom Development Corpo¬ 
rations are dependent on Commercial banks for meet¬ 
ing the needs of their weavers. Weavers obtain credit 
from the banks on the recommendations made by these 
Corporations. The terms and conditions of assistance 
are determined by the type of scheme, viz. Differen¬ 
tial Rate of Interest, Composite Loan Scheme, IRDP 
under which assistance is sought for a particular sc¬ 
heme. Credit becomes available to the Handloom Co¬ 
operative Societies from the Central Cooperative Banks 
which are primarily agricultural oriented in outlook. 
No separate handloom financing cells exist in these 
banks thereby resulting in delay in dispensation of cre¬ 
dit which was inherent implications for the above- 
mentioned executing agencies. 

9.24 The Handloom Development Corporations by 
and large are faced with inadequate resources for work¬ 
ing capital for purposes of stocking of raw materials, 
finished goods and for marketing arrangements. Also, 
though the Corporations cater to the weavers, the rate 
of interest charged by the banks to the weavers is not 
extended to the Corporations despite the fact that they 
cater to the same target group. To increase the avail¬ 
ability of working capital the banks may be reoriented 
to provide investment credit for pre-loom facilities 
like setting up of dye houses, bleaching units, acquisi¬ 
tion of new looms, modernisation of old looms and 
for post-loom activities like processing of grey cloth, 
printing etc. The commercial banks and regional ru¬ 
ral banks may continue to supply credit to the hand¬ 
loom weavers at concessional rates of interest and the 
entire refinancing be left to NABARD. 

9.25 Measures need to be evolved through establish¬ 
ment of Special Cells at least in the banks located in 
areas where there is a concentration of handlooms be¬ 
yond a particular limit to give the necessary push to 
handloom development programmes. The working of 
the weavers cooperative societies however has not been 
uniform in all the States. The NABARD, already 
engaged in this field, could give serious thought to this 
and evolve suitable schemes and design an operational 
monitoring mechanism to adequately regulate the flow 
of credit. Further, wherever the functioning of the 
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Weavers Cooperative Societies is satisfactory but ade¬ 
quate flow of credit is not forthcoming from the Cen¬ 
tral Cooperative Banks, the possibility of financing 
weaver societies directly by the State Cooperative Banks 
or Regional Rural Banks may be explored. To ensure 
timely sanction of credit limits to Central Cooperative 
Banks for financing weavers societies, the Regional 
Offices of NABARD may be delegated powers to sanc¬ 
tion adequate limits. To prevent blocking of funds, 
a Rebate Adjustment Fund may also be created with 
the Apex Society and a portion of the budgeted out¬ 
lay may be deposited by the State Govt, towards re¬ 
bate in this fund. 

9.26 To facilitate better coordination between Hand- 
loom Development Corporations and banks, the clea¬ 
rance of applications may be carried out at joint meet¬ 
ings. NABARD could function as the sole refinanc¬ 
ing agency for both Handloom Development Corpo¬ 
rations and Weavers Cooperative Societies. In addition 
block capital obtained from development agencies/ 
Govt, may be used as margin money so that adequate 
institutional finance could be mobilised. The banks 
might also consider financing of showrooms, emporia, 
etc. which may be refinanced by NABARD. The 
latter may also lake up funding of R&D activities 
aimed primarily at improving productivity and quality 
and dissemination of the same to handloom weavers. 
The States on their part could emulate the “cluster 
approach” adopted by the Andhra Pradesh State Gov¬ 
ernment whereby package assistance covering infra¬ 
structure and other facilities is provided. 

Handicrafts 

9.27 For the development of handicrafts, the All 
India Handlooms & Handicrafts Board is at the apex 
level and at the field level are manufacturing establish¬ 
ments and small household type units widely dispersed 
over rural and urban areas. Institutional credit for 
this sector flows to individual craftsmen, handicraft 
cooperatives and State Handicrafts Development Cor¬ 
porations. While individual craftsmen obtain credit 
from commercial, cooperative and regional rural banks, 
cooperative societies procure finance from cooperative 
banks. The State Handicrafts Development Corpora¬ 
tions normally avail of cash credit facilities from com¬ 
mercial banks for meeting their working capital requi¬ 
rements. Currently NABARD provides refinance assis¬ 
tance to cooperative banks and regional rural banks 
and IDBTs refinance is available to commercial banks 
for loans and advances under DRI scheme. 

9.28 It is suggested that for bank assistance to handi¬ 
craft artisans under the composite loan and IRDP 
schemes, NABARD should be the sole refinancing 
agency except for marginal changes to be made to 
these schemes. For cooperatives, a pattern similar to 
handloom cooperatives may be followed, i.e. a subsidy 
of 3 per cent be made available by State Govts. In 
addition the quantum of financing for working capital 
requirements may be enhanced to 50 per cent as aga¬ 
inst the existing 40 per cent being given to handloom 
cooperatives. Handicrafts Development Corporations 
should be extended concessional credit by commercial 


banks on the same lines as are available to handicraft 
artisans. The overall promotional, infrastructural and 
marketing responsibility should be vested with the 
Handicrafts Corporations and bank advances to these 
Corporations should be eligible for refinance from 
NABARD. 

Coir 

9.29 Coir Industry, a highly labour intensive agro- 
based industry is largely concentrated in the States of 
Andhra Pradesh, Karnataka, Kerala and Tamil Nadu. 
The Coir Board is at the apex level which has been 
entrusted with the task of organising technical rese¬ 
arch, training programmes and export promotion. The 
Coir Board is supported by a network of sub-regional 
offices. Central Coir Research Institute, National Coir 
Training & Design Centre, Demonstration-cum-Exten- 
sion Centre, Showrooms and sale depots in discharging 
its functions and responsibilities. The Directorates of 
Coir provide necessary support in the task of imple¬ 
menting the different schemes and programmes in the 
State. Coir industry units exist both in the cooperative 
as well as in the private sector. 

9.30 Financing of industrial cooperatives is within 
the jurisdiction of the cooperative banking structure. 
Refinancing facilities are available from NABARD 
only in respect of production-cum-sale of primary coir 
cooperatives (both yarn mats and mattings). At pre¬ 
sent no part of the limit sanctioned to a bank by 
NABARD can be utilised by it for financing a society 
engaged in the sale of coir products not produced on 
its own account by members. The accommodation 
provided by NABARD is_ in the nature of reimburse¬ 
ment finance and the limit is sanctioned on April- 
March basis. 

9.31 NABARD should consider providing refinance 
facilities on liberal terms and also interact with the 
National Cooperative Development Corporation to for¬ 
mulate special schemes for financing of coir sector. 
State and District Central Cooperative Banks should 
be geared up by State Govts./NABARD to take active 
interest in obtaining credit limit applications from the 
societies in time, scrutinise these applications expedi¬ 
tiously and forward the same to NABARD through 
proper channels within the stipulated time. As turn¬ 
over of coir products takes place once in 6 months, 
there appears to be need for raising the refinance faci¬ 
lity for working capital requirements from 40 per cent 
to 60 per cent of the anticipated value of sales. Co- 
operativisation on a large scale should be encouraged 
particularly in areas where a cluster of coir workers 
operate. The new coir cooperatives may be povided 
with long-term financial assistance by the NCE)C upto 
50 per cent of the total cost treating coir cooperatives 
as processing societies. Assistance may also be extend¬ 
ed to apex marketing societies by the Coir Board for 
developing the market for coir and coir products. This 
may take the form of grant for face-lifting of show¬ 
rooms and financial assistance extended by NCDC for 
transporting fibre and finished goods between the socie¬ 
ties and the market. State Cooperatives Coi^ Market- 
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ing Federations may be established in States where 
marketing federations do not exist. 

9.32 In addition to the above NABARD may con¬ 
sider streamlining of procedure (discussed in Chapter 
VIII) and render necessary training to officers in the 
cooperative banks incharge of sanctioning credit limits. 
The regional offices of NABARD may be authorised 
to sanction credit limits as against the present practice 
of reien ing them to the Head Office. 

Sericulture 

9.33 The development of sericulture in its different 
aspects including research, extension, basic support is 
provided by the Central Silk Board at the apex level 
and the Directorate of Sericulture of the State Govts, 
at the State level. The Central Silk Board has under 
its umbrella 3 Research Institutes, 10 Regional Re¬ 
search Stations and a large number of Extension Cen¬ 
tres and Sub-stations to undertake sericulture develop¬ 
ment for all the varieties of silk i.e. mulberry, tasar, 
eri and muga. National Cooperatives Development 
Corporation (NCDC) also plays a role in sericulture 
development by promoting various activities of seri¬ 
culture cooperatives. 

9.34 As regards credit flow, at present, commercial 
banks. Regional Rural Banks, Land Development 
Banks. Apex Cooperative Banks and District Central 
Cooperative Banks extend finance for meeting sericul¬ 
ture requirements. Credit requirements in sericulture 
are both short-term and long term. Credit needs for 
sericulture cover mulberry cultivation, silkworm rear¬ 
ing and reeling and twisting. While mulberry cultiva¬ 
tion and rearing of silkworms are considered as on- 
farm activities, reeling and twisting activities are in 
the nature of cottage or tiny industries. For the rear¬ 
ing of silkworms large number of rearing equipment 
is needed namely stands, rearing trays, chandrikas, 
chopping knives and boards and other implements like 
leaf chambers, gunny cloth etc. Reeling requires the 
usage of cottage basins, charkas and semi-automatic 
machines and twisting requires twisting machines, wind¬ 
ing machine, doubling machine, handwarp etc. The 
commercial banks and regional rural banks finance 
sericulturists directly through Sericulturists Societies 
or Primary Agricultural Cooperative Societies ceded to 
them. The NCDC provides loans to State governments 
for strengthening the share capital base of sericulture 
cooperatives and the primary cooperatives undertaking 
reeling of yarn. The sericulture cooperative societies 
both at the State and primary levels are given loans 
and subsidy through the State govts, for construction 
of warehouses. Loans and subsidy are also extended 
to primary societies for establishment of grainages and 
filatures. 

9.35 Experience has however shown that financing 
of sericulturists cum farmers service cooperative socie¬ 
ties has not been satisfactory on account of organisa¬ 
tional problems and the defaults of the members. Even 
in satisfactory cases, the societies find it difficult to 
obtain finance from District Central Cooperative Bank 


on account of their non-eligibility to obtain refinance 
from RBl/NABARD due to heavy overdues. While 
cooperatives are suited for financing sericulture acti¬ 
vities, the sericulturists might be financed by commer¬ 
cial banks or regional rural banks in the areas where 
cooperatives are weak. Where primary societies are 
functioning satisfactorily but District Central Coopera¬ 
tive Banks are weak and unable to obtain finance 
from NABARD, such societies may be financed direct¬ 
ly by State Cooperative Banks or it may be done by 
Regional Rural Banks if established in those rural 
areas. 

9.36 The entire refinancing of sericulture activity 
may be done by NABARD, which should refinance 
processing activities also like semi-mechanised reeling, 
twisting, dyeing, finishing, etc. and plan suitable 
schemes for financing non-mulberry silk. One major 
problem often faced in financing sericulture activities 
is the ineligibility of sericulturists to avail fresh credit 
on account of past defaults. Some distinction needs 
to be made between wilful and non-wilful defaulters 
and the latter category should be considered for sanc¬ 
tion of fresh loans for minor irrigation, new planting, 
rearing equipment, rearing houses, etc. Wherever crop 
failures or other calamities occur on a large scale, the 
Stale Government should examine the position in con¬ 
sultation with NABARD and recommend reschedul¬ 
ing of loans. In addition a scheme of insurance like 
the Credit Guarantee Scheme being operated in the 
small scale sector may be evolved to insure against 
crop losses. This might to some extent alleviate the 
financial problems of sericulturists. Activities relating 
to raising of plants in the case of non-mulberry silk 
have to be brought within the ambit of institutional 
credit. To ensure better efficacy in planning and 
execution of programmes, greater coordination bet¬ 
ween the Central Silk Board (CSB), State Governments 
and NABARD deserves special attention. 

Small Scale Industries 

9.37 For the development of small scale industries 
defined as units having investment in plant and machi¬ 
nery upto Rs. 20 lakhs and ancillary units having 
investment upto Rs. 25 lakhs, a network of institu¬ 
tions exists to promote their development and extend¬ 
ed basic support both at the national and the State 
levels. At the All-India level is the Small Industries 
Development Organisation (SIDO) assisted by its net¬ 
work of 26 Small Industries Service Institutes (SISIs), 
20 Branch SISIs, 40 Extension Centres, 4 Regional 
Testing Centres, 1 Product cum Process Development 
Centre, 2 Footwear Training Centres, 4 Production 
Centres, the National Small Industries Corporation 
(NSIC) and Small Industry Extension Training Institute. 
At the State level, the promotional organisations include 
the Directorates of Industries, the State Financial Cor¬ 
porations, the State Industrial Development Corpora¬ 
tions, the State Small Industries Corporations, the 
Technical Consultancy Organisations and the set up 
of the District Industries Centres at the district level. 
In some States, Infrastructure Development Corpora¬ 
tions have also been established to provide the re¬ 
quisite infrastructure support. 
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9.38 riic medium and long term credit needs of 
the .small scale industries are being met by the State 
Financial Corporations (SFCs), and other eligible State 
level institutions. Commercial banks meet largely the 
working capital requirements. The NSIC extends hire 
purchase facilities for purchase of machinery and 
equipment. The capital expenses for modernisation and 
expansion of existing units are also being financed 
by SFCs and banks. The 20 industries identified on 
an All India basis and 38 industries on a regional 
basis selected by the Office of DC (SSI) are eligible for 
finance from banks for modernisation. With the ex¬ 
ception of short term advances above Rs. 25 lakhs, 
which are charged interest at commercial rates as app¬ 
licable to medium and large industries, all other loans 
below the level of Rs. 25 lakhs granted by banks to 
small scale industries bear concessional rates of in¬ 
terest. Term loans are normally payable in three to 
seven years. The actual schedules of repayment are 
designed after taking into account the surplus gene¬ 
rating capacity of the units financed, the break-even 
point, etc. Schedules are reviewed in case of small 
scale units defaulting because of circumstances beyond 
their control. Banks charge penal interest of 1.5 per 
cent for units with working capital limits over Rs. 1 
lakh but upto Rs. 2 lakhs and 2.5 per cent for units 
with working capital limits of Rs. 2 lakhs and above 
in the case of wilful defaults to act as a deterrent. 

9.39 Commercial banks and otlier eligible credit in¬ 
stitutions giving loans to small scale industries at pre¬ 
sent get guarantee cover from the Deposit Insurance & 
Credit Guarantee Corporation (DICGC) upto 75 per 
cent for borrowers with total credit facilities not ex¬ 
ceeding Rs. 2 lakhs, 50 per cent for borrowers with 
aggregate credit facilities exceeding Rs. 2 lakhs but in 
the case of borrowers in specified backward districts 
and other areas as specified by DICGC, the guarantee 
cover is available uptO' 2/3rd of the amount in default. 
The claim liability per borrower is not to exceed Rs. 10 
lakhs, irrespective of the number of credit institutions 
from whi;h he might have borrowed. Once the bank 
enters into an agreement with DICGC, the guarantee 
automatically cover all eligible loans extended by it. 

9.40 Despite the fact that the small scale sector 
had mad 3 rapid strides in terms of both production 
and exports over the last decade, still the credit flow 
to this sector cannot be said to be uniform in the case 
of all the eligible units. While the larger of the small 
scale units have reaped maximum advantage, the small 
ones, particularly those in the tiny sector, have been 
left behind. One major factor which is considered to 
be responsible for this state of affairs is the definition 
of small scale/tiny units which has been linked only 
with investment in plant and machinery and has noth¬ 
ing to do with the turnover of the unit. It has, there¬ 
fore, been argued that a unit in the tiny sector should 
be defined on the basis of total project cost and not 
its investment in plant and machinery. This matter 
was considered by the Committee and it is of the view 
that the investment limit on plant and machinery is 
only for identification of this sector and does not pre¬ 
clude including the other cost factors for the purpose 
of larger credil How to this sector. It was also pointed 


out that prices ot laud and building vary from place 
to place and irom situation to situation even in the 
same State, hence cannot provide a stable base for 
definition. The Committee, therefore, suggests that 
the coiling of investment on plant and machinery 
should continue to be the basis for definition of tiny 
.sector and small scale industries, 

9.41 Some of the specific problems which the .small 
scale units currently face include lack of entrepreneurial 
guidance in the absence of proper coordination between 
State-level authorities, organisations and banks, weak 
equity base resulting in heavy external borrowing, 
delays in getting institutional finance (i. e. financial 
institutions and banks), delays in getting industrial 
sheds and other infrastructural facilities, inadequate 
resources for modernisation, heavy interest burden, 
unorganised market and delay in payment of bills 
from mediiim/large industrial units both in the private 
as well as in the joint and public sector. Lack of 
reliable data is a constraint for planners and pohey 
makers in assessing the growth of this sector as also 
for planning and implementation. 

9.42 At the district level, the District Industries 
Centre (DIC) acts as tlie promotional agency for de¬ 
velopment of the village and small industries sector. 
The assistance provided covers pre-investment, invest¬ 
ment and post-investment phases of production. Besi¬ 
des, close coordination with the concerned industry 
department is also envisaged so as to enable the 
Die to function as a single-window extending different 
services at the district level. Apart from the promo¬ 
tional role, the DIG is also to act as an office of re¬ 
cord for collection of detailed basic industrial statistics. 
As regards the specific function it discharges in the 
field of credit, the post of Credit Manager has been 
filled up by officers deputed from the banks. The 
Credit Manager provides the necessary assistance to 
the entrepreneurs in preparing bankable project pro¬ 
files. The Die then recommends the applications to 
the banks for sanction and clearance. The DICs 
should be strengthened in such a manner so that they 
plan their growth and draw up District Development 
Plan which could form an input for the District Credit 
Plan. An all India cadre of Small Industries Pro- 
notion Officers can be created for this purpose who 
should be provided intensive training in all aspects of 
“development banking” including entrepreneur identi¬ 
fication and motivation, project evaluation, follow up 
and in plant counselling. 

9.43 A low equity base in the small scale units 
reduces their borrowing capacity. It would be desi¬ 
rable to change the pattern of funding by relating it 
to total project cost. In this connection, establishment 
of a National Equity Fund has been considered by the 
Committee details of which have been discuss^ in 
Chapter X. 

9.44 Ihe Committee feels that there is need for 
implementation of “Capital Mobilisation Scheme”, 
whereby in iicu of income lax payment, small 
scale iiKliisU'ics units are allowetl lo put the amount of 
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l;i\ as a l(ing-torin tKin-iofuiulahlo ilt'i-idsi! in a l)ank 
which they may be allowed to draw for expansion, 
modernisation, diversification and working capital. 

9.45 The Committee was informed that there are 
delays in getting sanctions and disbursements due to 
a variety of reasons. The representatives of small scale 
industries associations have pointed out to the Deve¬ 
lopment Commissioner’s Office that the delays on the 
part of banks are due to (a) limited powers of branch 
managers requiring references to higher authorities, 
(b) inefficient appraisal at the branch, (c) limited staff 
facilities at the branch level, (d) lack of time and ex¬ 
pertise at the level of branch office and (e) non-use of 
the branch managers discretionary powers in view 
of the risk element involved. Obviously there is need 
for a complete change in the attitudes, approach and 
perceptive and ability of the bank personnel. 

9.46 As regards delayed payments. Reserve Bank 
of India (RBI) has already given instructions to the 
banks to assist the clientele in getting their payments. 
Banks are required to ask the medium/large industrial 
borrowers to send their quarterly statement showing 
dues of small industries remaining unpaid for over 120 
days. The banks have also been permitted to fix 
within the overall credit limits allowed to medium/ 
large industrial borrowers, separate sub-limits for ac¬ 
ceptance/letters of credit facilities which may be uti¬ 
lised only for purchases from small units. Recently 
RBI has also introduced two other specific measures in 
this regard. Firstly, performance of banks in incre¬ 
asing their portfolio of drawee bills relating to supply 
of raw materials by SSI is to be taken into account 
while sanctioning discretionary finance. Secondly, 
in the ca.se of borrowers having aggregate working 
capital limits of Rs. 50 lakhs and over the operating 
bank credit limit is to be automatically reduced if 
sundry credits rise above a stipulated level. However, 
in practice, these instructions are not being enforced 
on account of a variety of factors. 

9.47 To ensure continued availability of credit, it 
is necessary to make it binding on the State Financial 
Corporations and State Level Institutions to meet the 
entire term finance of the small scale units once the 


project rs cleared. 11 iiecessaiy. suitable nrodifications 
under Section (7) and (26) of the SFC Act, 1951 should 
be made. The Memorandum and Articles of Asso¬ 
ciation of various Stale level agencies should also be 
amended for this purpose and their resource position 
sufficiently strengthened. The State Government 
should also allow other state level corporations to issue 
such bonds against the guarantee of the State Govern¬ 
ment so that State level institutions are able to mobilise 
resources. The foreign currency lines of credit may 
also continue to be passed on by IDBI to SFCs for 
on-lending to SSI units. The banks should fully meet 
the requirements of working capital of SSI units and 
these limits should be granted in a ‘package’ so_ that 
the units have the flexibility of availing the facilities 
from banks of varied nature dependiiig ori their re¬ 
quirement. In fact provision of insufficient/inadequate 
finance could do more damage to the enterprise than 
no financing at all. 

9.48 IDBl could consider extending rennance faci¬ 
lities for smaller industrial estates. IFCI could take 
up direct financing of industrial estates especially where 
they are on a cluster basis. For small industries, until 
the formation of Apex Financial Organisation for the 
VSI sector the IDBI should be designated as the sole 
refinancina agency for regulating the terms and condi¬ 
tions of' credit and the interest rate structure. 
It should also evolve schemes for providing financial 
assistance for various purposes necessary to promote 
SSI units. To facilitate better and more meaningful 
coordination, a forum both at the State and district 
levels may be created. The District level Committee 
already in operation should be further strengthened. 
The need for extending the consortium approach in 
the financing of small scale sector may also be explor¬ 
ed. 

9.49 Another general suggestion which needs careful 
thought is the extension to promotional organisations 
like State Industrial Development Corporations and 
Infrastructural Development Corporations of the same 
concessional rates of interest as are applicable to arti¬ 
sans and the target groups at least in respect of those 
institutions which the RBI directive has not yet 
covered. 



CHAPTER X 


NATIONAL EQUITY FUND 


10.1 Equity assistance to small .scale units has to 
be viewed as making seed capital available so that 
the gap between the margin required for obtaining 
institutional finance and the funds available with the 
entrepreneur is bridged. Due to limited resources 
of his own and non-corporate form of his business, 
the small scale entrepreneur has necessarily to rely 
heavily on external borrowings to set up his unit. But 
either lack and/or inadequacy of it with the entrepre¬ 
neur acts as a serious impediment in his obtaining 
loan from financial institutions. The entrepreneur’s 
problems arc by no means over even where he suc¬ 
ceeds in getting a loan. A high debt equity ratio in¬ 
creases his financial burden in the form of interest pay¬ 
ment and debt repayment and very often sows the 
seeds of sickness. The findings of the Study Team of 
the State Bank of India (1979) on the Probltms of Sick 
Small Scale Industrial Units showed lack of equity 
to be one of the basic shortcomings which makes most 
of the small scale units prone to sickness. 

10.2 Against ths background, it is worthwhile to 
briefly review the different existing schemes of equity 
assistance. The Industrial Development Bank of 
India (IDBI) has introduced two schemes, the Special 
Capital and the Seed Capital Schemes to provide 
equity to entrepreneurs who do not have adequate 
resources of their own. 

Special Capital Scheme 

10.3 Under the guidelines issued by the IDBT, the 
State Financial Corporations (SFCs) can raise special 
capital to provide equity type of assistance on soft' 
terms to such entrepreneurs who possess necessary 
skills or practical experience but lack financial resour¬ 
ces to set up projects, primarily in the small scale, tiny 
and decentralised industrial sectors. The projects 
selected for assistance have to be such as may be 
eligible for financial assistance under the SFCs Act. 
Assistance under the scheme is limited to the gap 
between the minimum promoter's contribution expect¬ 
ed by SFC and the amount the entrepreneurs is actual¬ 
ly able to bring either himself or from his relatives 
and friends. The maximum assistance admissible 
is ordinarily 20% of the project cost or Rs. 2 lakhs 
whichever is lower and the rate of interest applica¬ 
ble on such assistance is 1%. A moratorium upto 
5 years is given in respect of repayment of instalments 
and three years for payment of interest. At the end 
of March, 1984, SFCs had raised special capital of Rs. 
15.27 crores and sanctioned Rs. 14.22 crores. 

Seed Capital Scheme 

10.4 The Seed Capital Scheme of the IDBI was 
liberalised during 1981-82 to widen its coverage to 
include promoters in the small scale sector who may 
be setting up a project for the first time and those 


undertaking expansion/modernis'tion/diversification 
of their unit. The scheme is administered both by 
SlDCs and .SFCs, All projects that are eligible for 
financial assistance from IDBI either directly or 
through refinance are eligible for assista'^ce subject 
to a ceiling on the project cost of .Rs. 2 crores. Assis¬ 
tance under the Seed Capital Scheme is in the form 
of a soft loan to the project which is treated as equity 
for computing debt equity ratio as also promoters 
contribution. The tpaantum of assistance is deter¬ 
mined on the basis of the gap between equity for the 
project and the funds m.'bilised by the entrepreneur 
and also the .subsidies/incentives given by financial 
institutions subject to a ceiling of Rs. 15 lakhs per 
project. The seed capital advance is interest free 
but carries a nominal service charge of U’/,. The 
repayment schedule is fixed depending unon the repay¬ 
ing capacity of the unit with an initial moratorium 
period of 5 years. At the end of .lunc. i^'84 sanc¬ 
tions under the scheme amounted to Rs. 30.27 crores. 

10.5 For a clear demarcation proposals involving 
assistance of Rs. 2 lakhs or less in the small scale 
sector or anci'iary sector are considered by SFCs under 
the Special Capital Scheme and those exceeding 
Rs. 2 lakhs under the Seed Capital Scheme. 

Equity Fund Scheme of State Bank of India (SBI) 

10.6 Out of its profits the State Bank of India has 
created a fund to provide equity support to small scale 
industrial units. In order to be eligible for assistance 
under the scheme, the unit in question has to ba a 
new one confining its entire borrowings from the SBI 
and the project should be consider'd eligible, for 
finance under the SBI Entrepreneur Scheme or the 
entrepreneur should have passed at least school final/ 
matriculation and the project should be acceptable 
under the liberalised scheme of assistance of the SBI 
to small scale industries or else he should have under¬ 
gone training under the bank’s Entrepreneurial Deve¬ 
lopment Programme. The total cost of the project 
should be above Rs. 25.000, assistance under the 
scheme is a minimum of Rs. 5000 and a maximum of 
Rs. 1 lakh. The actual amount of assistance is the 
difference between 25';,, of the total project cost and 
the capital available with the entrepreneur. The 
assistance is interest free and a moratorium is given 
for an initial period of 5 to 7 years for repayment. 
The minimum capital which the entrepreneur is ex¬ 
pected to bring is nil if he has been financed under 
the SBI Entrepreneur Scheme, is 10 ’,', of the cost of 
the project if he is educated and is financed under 
the Bank’s Liberalised Scheme and is 5of the cost 
of the project where the entreprenurial has undergone 
training under the bank’s Entrepreneurial Developrnent 
Programme and is financed under the liberalised 
scheme. The loan under the equity fund scheme at 
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the end of December, 1983 amounted to Rs. 2.80 
crores. 

Govefninent of India’s Margin Money Scheme 

10.7 The loan a.ssistance provided by the Govt, of 
India to State Governments under the District Indus¬ 
tries Centres Programme is used to operate a seed/ 
margin money scheme. Units in the tiny sector 
defined as those with an investment in plant and 
machinery uplo Rs. 2 lakhs are eligible for assistance. 
The scheme covers all units falling within the purview 
of the Small Industries Development Organisation 
and village industries, handicrafts, handlooms, silk 
and coir industries. Assistance is given for sotting 
up new units as also for undertaking any expansion/ 
diversification programme provided the overall invest¬ 
ment after such expansion/diversificat’on remains 
within Rs. 2 lakhs. The extent of assistance is 10% 
of the total investment comprising of fixed capital 
investment, preoperative expenses and three months’ 
working capital requirements or Rs. 20,000 which¬ 
ever is less. For entrepreneurs belonging to scheduled 
castes and scheduled tribes, assistance is provided up- 
to 15% of the total capital investment or Rs. 30,000 
whichever is less. It has been left to the discretion 
of the State Governments to frame the terms and 
conditions of the loan but they have been advised 
to advance the margin/seed money on soft terms. 

^ 10.8 The existing schemes are limited in scope. 
The Government scheme covers units in the tiny sec¬ 
tor and the State Bank of India equity assistance is 
restricted to entrepreneurs whose borrowings are ex¬ 
clusively from the State Bank of India. "The pace 
of utilisation of special capital raised by SFCs has 
been rather slow. Only two years have elapsed 
since the liberalisation of the Seed Capital Scheme of 
the IDBI, hence it is rather early to assess the impact 
of the scheme. 

10.9 The need to introduce a National Equity Fund 
has been felt since long. Funds available with the 
small scale entrepreneurs for establishing their units 
are limited. Further a substantial portion of their 
resources get. spent in meeting pre-operative expenses. 
Under the circumstances they arc left with little capi¬ 
tal to provide margin to the banks to be able to obtain 
a loan. Reduced margin means reduced borrow¬ 
ings. Keeping the difficulties of small scale entre¬ 
preneurs in view several committees like the RS 
Bhat Committee (Committee on Development of 
Srnall and Medium Entrepreneurs), James Raj Com¬ 
mittee (Committee on the functioning of Public Sector 
Banks) and Puri Committee (High Powered Committee 
for Examining Bank Credit Problems of SSI) have re¬ 
commended the setting up of a National Equity Fund. 
This Cdmmittee is also of the opinion that the intro¬ 
duction of such a fund would be a step in the right 
direction to assist the tiny and small .scale sector. 

10.10 Government of India proposes to establish a 
National Equity Fund to be administered by the 
Industrial Development Bank of India. The Com¬ 
mittee lends full support to the proposal. The broad 
features of a National Equity Fund as envisaged by 
ihe Government are a.s under:— 


(a) Government would make an initial contribu¬ 
tion of Rs. 10 crores towards the fund and the 
IDBl would make a matching contribution. 

(b) Assistance from the fund would be routed 
through the primary lending institutions like 
bank.s, SFCs etc. 

(c) While providing assistance to the borrowers 
from the fund, the primary lending institution 
will also make a matching contribution from 
out of its own resources. The details of the 
scheme and modalities concerning the operation 
of the fund are being worked out. In view 
of the growing importance of tiny, village and 
cottage industries from the employment poten¬ 
tial angle, it is suggested that specific reference 
may be made in the scheme so that adequate 
attention be paid to financing of tiny, village 
and cottage industries out of this fund. The 
process of streamlining and liberalising is a con¬ 
tinuous one as new areas emerge and experience 
is gained over time. The National Equity 
Fund will also undergo this cycle. 

10.1! The Committee would like to place before the 
Government for its consideration the following sugges¬ 
tions with regard to the setting up of the National 
Equity fund;— 

(1) In addition to new enterpreneurs establishing 
industries in the small scale sector including 
cottage and village industries assistance from 
the fund may be made available to groups of 
entrepreneurs who may have organised them- 
.'clves as cooperatives or in any other legal 
form, including institutions registered under 
the Societies Registration Act, 

fl) Eligibility for assistance may be w'dened to 
include units going in for rehabilitation and 
modernisation of their units. 

(3) A minimum contribution from the promoter 
of not less than 5% of the project cost may 
be fixed so that he has a stake in the project, 

(4) Minimum and maximum amounts of assistance 
to be sanctioned to a single unit may be speci¬ 
fied. 

(5) Assistance may be non-interest bearing and 
unsecured with a service charge of 1% per 
annum which could accrue half-yearly and be 
made payable after an initial moratorium of 
three years. The repayment of loan itself 
could be spread over a period of five years 
commencing after the term loan has been 
paid back. 

(6) Banks and financial institutions eligible to draw 
on the fund may sanction limits on the basis 
of available funds and after calling for perfor¬ 
mance budget which may be prepared every 
year. A mid-term review may be undertaken 
every year and limits revised, if necessary. 

10.12 The Committee recommends the setting of 
National Equity Fund as early as nossible. 
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CHAPTER XI 


APEX EFNANCIAL INSTITimON 


I 1.1 Finaiicial a.ssi.stancc i.s provulecl to the .small 
and village industries sector by (he Reserve Bank ol' 
India (RBI) througli she network oi eomnicieial hanks 
and by the Industrial Development Bank of India. 
(IDBI) Sind the Nat.ional Rank Inr Agrieulture anti 
Rursi! Development (NAB.ARD) tlirougii primsiry lend¬ 
ing nistilul oiis like Slate T inanesal Corporations 
(SI C-s) h'Siirks cie. I he RBI hsis iiicludetl smsdl scale 
intluslries and smsdl business in the |iriori(y sector 
for the purposes of availing linanee from (he banks. 
The latgei of lending io the priority sector by the 
banks lias been fixed bv the RBI at -(() ,, and the 
banks have been further advised that advances to 
weakei- seelions should rcacli the level of I-S",, of 
priority sector athanccs or It)', of the total bank 
credit by (he end of Ih85. The weaker Sv.c(ion in- 
ciiidcs ail ;ii1;saiis, irrospeet'se of t'.ie loetiliun of (heir 
units, and sm;ill industrial acii'.ilies fnianufacturing, 
processing, preservation and servicing) in village and 
small towns with a popidulion iiol exceeding "50,000 
involving ulilisation of locally available natural re¬ 
sources and/or human skills where individujtl credit 
requirements do not exceed Rs. 2,^.000, Artisans and 
all persons engaged in village and cottage industries 
have been identified as benefieiaries under the New 
20-Poini, Programme. The RBI has advised that banks 
should take care to see that viable schemes are for¬ 
mulated in consultation with the .State agencies for 
all the beneficiaries under the 20-Poin(. Pixigramme. 
apnioved by ihc State agencies and :/dequate finance 
providcti fiM' their imnlementatiim. Bunk finance is 
provided at concessional rates of niteresi for borrowers 
covered in the priority sector. Composite loans for 
equipment finance and working capital, unto Rs. 25.000 
are provided b.v banks/SFCs, on very liberal terms 
to artisans, village and cottage in.luslrios. The weaker 
.sections of society including ners.'ns engiteed on a 
mo;.iest scale in the fields of cottage and rural in¬ 
dustries are advanced loans at a concessional ralv 
of 4 under the Difi'erentini Ra*e of Interest Scheme. 
RBI provide.s refinance faeilith's !o cooperative banks 
for working capital loans to weavers’ cooperative socie¬ 
ties at a rate below the bank rate. Assistance from 
IDBI lo small and medium entciprises is made avail¬ 
able mainly Ihroueh a scheme oi indirect assistance 
by wav of (a) rcfin.ince of industri/il loans sanctioned 
by Stale Financial Corporations (SFCs), State Indus¬ 
trial Development Corporation (SIDCs) commercial 
banks/cooperatives and Regional Rural Banks, (b) re¬ 
discounting of bills lor sale of indigenous machinery 
on riel'errcd payment basis and c) seed capital assis’- 
tance to entrepreneurs by wav of risk capital operated 
in association with SIDCs and SFCs. The National 
Rank for Agriculture and Rural Development provides 
refinance as well as direct lo./ms and advances to State 
Cooperative B;inks, Regional Rural Banks or lo any 
linancuil institut'on or class of financial institutions 


which ai'c approved by (he R.BI in (his behalf foi 
financing agrieullii'al aetivilies. a.nisans, sniall indus- 
Ifies in (lie liny anti deeeniralised sector, village and 
col.Uige iiidus(ries aiul frose engagi.'d in handicrafts 
and other rural erafls. Flic Indusiiial Finance Cor- 
poraiion is operating a luimb."' of pnimolional schemes 
(o suhsidi/e con-.ultaiiey lev's ehaiged bv the Fechnieal 
Consuitaney Organis/ilions ( fCCs) for pieparation of 
feasibility rcpoits, etc. required by small settle indus¬ 
trialists. 

11.2 Flic ;iv;iil:ible tlalti on lli.' fitianeing of village 
and small scale industries seeUm was studied. It is 
obvious lhal the role played by existing institutions 
viz. (liC batiks, tiic IDBI jiiid th<’ NAB.ARD, in assist¬ 
ing and proniot.hig (he development of smnll scale in- 
cliislries is impressive. But it turns out th;it iillhough 
the p-esent quanium of .'issislam.e providetl by banks 
iind fimmeial institutions and the increasing trend dis¬ 
played in recent years is signifi.a.nl. the credit needs 
of this sector of iniiustry arc not hehig adequately mei. 
The lacuna is moic serious in the ettse of village and 
eot.'agc industries in compa'ison vvilli the small scale 
industry vvheri.' the upper limit in terms of plant and 
machinery is Rs. 20 lakhs (Rs. 2.5 lakhs in the case 
of aneillarics). Ai present, bank finance and technica! 
support are more reailily availnbl.; to the small scale 
sector. Bin, the needs of ihe infornuil sector arc 
quite large and complex and the existing institutions, 
with their diverse responsibilities, seem to have under- 
esfimalcd (.he constra’mts ;md ovei'-eslimated the stren¬ 
gth of the informal sector in mobilising orgaifisaional 
support. There arc serious and genuine problems of 
human allitutlcs when in (he .same organisation the 
needs of the eiilire speclrum of industries ■ ra.nging 
from a gain witli Rs 100 erm-cs project to the tiniest 
unit reouiring only a few ihousand rupees are dealt 
with. Besides, Pie units in tlie liny and the decentra- 
Fsed seeioi face .several problems, finance being only 
one nl them, d'hc mforma.l small scale industrial 
seei'or accomits for roughly one-thiixi of p'-oduefion 
and one-half of the labour foi'i;: emnloyeci in the 
manufactunnn sectors. This see'.or i.ot only Tec[iiires 
adeipiale creilil but also technical support programmes 
having a bea.ring on tcciinica.l upgradaiion, product 
deve'opmcnt, marketing, sioraee cm. Their problems 
are multi-dimensional ami need ec.ordination among 
several agencies. 

11.3 The existing slruclure of ccvlit organisation 
ai best would apneur (o he only pol.entiallv adequate 
to meet (he credit requirements of ihe informal and 
decentralised segtor by reorienting their out.look, esta- 
bl shine the right priorilies a.rid biingine about neces¬ 
sary modifications ;n Ihei'' staliPes. The viabilitv and 
the success of the unts in lire dcecntralised sector very 
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mucli i1c|)cikIs lipoii iIk' viudin wilh v,liich t.hc jm)- 
•iiolional aiul oihor organisations pi'oviilc support to 
these miiis. [lie croiit instilvitivrus i.itlay do not get' 
closely involved willi the suppoMing inl'rastiuclurc as 
they may not be their direct clients. Tlic thrust of 
N.-MiARD is on the promotion tind development of 
agiieullurai and rural development programmes. Its 
I'ole in the servicing of small scale sector is limited 
in as piueh as it would he retinaiicing production and 
marketing activities of artisans and small .scale in¬ 
dustries in the tiny and the deeentralised sector, and 
the village and cottage industries located in rural areas 
(defined as areas comprising of villages and towns in 
whicl'i the population does not exceed 10,000). Hence, 
N.AB.ARDs activities would not even cover fully the 
coiiage and selfcmployed industries in rural areas not 
lir mention artisans and erailsmen in urban areas. The 
IDBl, on the other hand, is oriented more towards 
hnancing of large and medium scale industries. The 
si.'c of the informal sector is so large and its geogra¬ 
phical spread in the ertuntry so widely dilfused that it 
is time we consider an ;iltern;itive ape.x organistdion 
with exclusive focus on this sector. 

I 1.4 The decenlrali.sed sector is providing a large 
volume of ernnloymenl and has the advantage of low 
overhead costs, local availability of labour and raw 
material and freedom from many itegative features 
such as cnvironmenlal pollution ele. Nevertheless, 
this sector does not have, as things siand today, the 
advantages of ellieient, technology, electrification of 
proecs.ses, informed management, irained and refined 
skills, custom oriented business, processing and pac¬ 
kaging facilities and storage, irrotsportalion, mtirketing 
arrangements etc. In other words, employment orient¬ 
ed though the slecentralised sector is. it has yet to 
achieve greater ellieicney in inputs outputs and sales. 
In Slim, the deeeiit.ralised sector has the advantage ol 
high initial cmpkiyment per unit of capital but in 
general does not Itave the atlvaiimge of high output 
per unit of capital. Titus, wil.h low productivity per 
unit of capital, this sector has low profitability and 
very small surpluses fo be ploughed back into further 
expansion and this results in inadequate additional 
employment generalioii. It is obvious that the financ¬ 
ing Ol the deeeniralised sector has to bo undertaken 
wil.h a view to increasing the pi'oduetivity of this sec¬ 
tor per unit of capital and hence smpUis generation 
and additional employmem gcneratimi. The Committee 
is convinced llral a nev\' philosophy of decentralised 
linanee. new objectives for this finance ai’d ;i new will 
for this purpose is Ihe prime need of this sector. 

II..5 On the other side, the small scale indu.slrial 
sector is one of the most resilietU sectors of the eco¬ 
nomy. This sector ha.s been growing at a phenomenal 
pace^ and has tlie mlvanlage of reluliv'.;ly high pro¬ 
ductivity per unh of capiial. large surplus generation, 
iarae plough back into expansion and therefore large 
actual generation of employment. But this sector 
has >et. to build into itself the advanlage of scale eco¬ 
nomies. lower unit cost oi produetion and large mar- 
kcis. This K,:ctor has a greal poteidial of low cost 
ex]rorls to manv parts of the eoiniiry and can become 
a large foreign exchange eainiiig sector even ;is some 


segnimits of the dcceiitralixed sector like haiidlooms, 
haiulicrafts, silk proiiuelioii etc. irtive a large export 
potential. 

I (.6 i'he Committee is eonvineod of the need to 
finance beller and much more adeciualely ihe small 
scale sector as well as the tleceniralised seet.ur and 
it agrees Unit as of today the finaneiag of these sec¬ 
tors leaves a great deal to be desired, 

11.7 The Committee has had the benefit of study¬ 
ing the report prepared by the Working Group set 
up by the RBI in 1979, at the instance of the Gov- 
e/nment of India, to go in to t.he question of establish¬ 
ing an apex linancial institution to meet the credit 
requirement.s of village and tin> (decentralised) scel.or 
of industry. The Group had made ti recommendation 
for the setting up of such an institution for coordi¬ 
nating the working of institutions engaged in tinanc- 
ing, promoting and developing industries m the tiny 
and the deeeiUrali.scd sector, for assisting the devclop- 
menl of in.stif.utions to provide credit and other faci¬ 
lities for setting up industries in these sectors and 
providing appropriate finance and refinance faeililics 
(o such industries. However, the Committee saw clear¬ 
ly that' if the new apex institution were to support 
only the decentralised sub-.seetor. then the very de¬ 
serving needs of a most resilient sub-sector, namely 
the small scale indus'iry (SSI) would remain le.ss at¬ 
tended and the country would l(,)sc Ihe advantage of 
Ihe full development of this siib-seelor. On the other 
hand, if die apex organisation were to eater to the 
doeentraiiscd as well as the SSI sub-sector, the former 
has serious apprehensions that all attention would be 
snalched away by the latter and that the tleeentralised 
.seelor would continue to langui.s'.i. The Commit,tee 
iherefore felt the need for having two separate apex 
instiluiions to provide linancial, technical and organi- 
■s'lioiuil support and relinancing one for each of the 
ovo wings of small industries. These comprehend 
oi the one li ind the decentralised seelor (which in¬ 
cludes activities sueh as Khadi, Haiidlooms. Sericulture. 
Coir, Huiidicrafts etc.) and on the other the SSI see¬ 
lor defined as comprising of units haring investment 
hi ptant a'd machinery not exceeding Rs. 20 lakhs 
and aiieillaries not exceeding Rs. 25 lakhs- The 
Committee noted that the ere.aiion of a full fledged 
apex institution wilh a credit delivery system, refinanc¬ 
ing ubilily and technical spee'a'i.salion is, at best, 
bound i,<i take time and. at worst, clillieuU to create, 
and as the IDBI and the NABARD are quite capable 
of meeting the needs of the small scale industries and 
Ihe deeeniralised industries respeeiively, the Committee 
recommends for immediate action, the creation of two 
separate specialised apex units, one under the um¬ 
brella of the IDBf to support the SS! and the other 
under the wings of NABARD to support the decen¬ 
tralised industry. 

ll.f, Ihe Comniiilec agrees that any business unit 
in any category of inilustry must have more than one 
alternative .source of finance and should in no case 
he conslraincrl to obtain finance from just a .single 
source. Multiple financing possibility is an essential 
feature of all financial intermediation in developing 
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and developed economies and the Committee accepts 
this basic proposition. Even when the IDBl has a 
specialised unit within its fold for the sake of small 
scale industry, this apex unit shoud continue to pro¬ 
vide financial, technical and other support to the 
decentralised sector. The same would be true of the 
specialised unit within NABARD which could finance 
and support such small scale industries as are located 
in rural areas. The Committe agrees that eventually 
with experience and structural changes coming in 
.society and the small scale industry as well as the 
decentralised industry more fully imbibing the indus¬ 
trial culture, the two apex units mentioned above 
could eventually merge into an independent apex 
body. 


11.9 The Committee lias recommended elsewhere 
the lixing o! financial and other targets for the decen¬ 
tralised .sector, as there is some esiclence that these 
industries do not get all the linajice that they deserve. 
The Committee also recommends earmaking of cer¬ 
tain volumes of funds for the decentralised and the 
tiny industries. Even as the farming community has 
obtained considerable benefit from the scheme of lower 
interest rates, the question of providing loans at lower 
interest rates to the decentralised and the tiny sectors 
should be considered favourably. Some of the disa¬ 
bilities of the decentralised sector, it is felt, could be 
removed if the representatives of the decentralised 
sector could be involved in the decision-making bodies. 
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f (ipy of D.O. letter No. l8(5)/82 VSl dated the 29tli September. 1983 addressed by the Chairman. Prof. A.M. Khusro, Member 
Planning f oininission to Ministers of Industries of State Governmenis. 

SiibJecI:. Credit l'(icililies for the vil/otte oiid siiioll industries sector. 

Credit is one of the crucial factors for the development of the doconlralised sector. The difficulties experienced 
obtaining credit facilities from the various institutions were discussed in the meetings of the Al) India Small Seale industi le t ■(' 
float'd has recommended that a committee on credit facilities may be established by the Planning Commission to examine tne vjli .,20 
^f financin.g of village and small industries sectors. As a, .sequel to this rix-ommendation. a Committee on Credit <• u,,fen'nec 

‘hid Small Industries Sector has been established by the Planning C.'ommission under my Chairmanship. A copy ot the leim t 

■’nd the Composition of Ihi:; Committee is enclosed. 

2. The development of the village and small industries is the primary responsibility of the State Government?. The 
ment supplements the eTorts of the States wherever necessary. The problems of the decentralised sector are so varied that 'b® e P , 
of the Stale Governments in formulating and implementing the scheme.s and programmes should provide the Committee the ‘ , j 

back information for identifying the lacunae that exist cunenlly and the measures neeticd to tackle the iss es. The Commi 
naturally like to draw upon the rich experience and the specialised exp'crtise of the Stale Governments on s' uve ot the vital asp-C ^ 

(1 bearing on I'tc Terms of Reference of the CAimmitlec. This is the main reason which has prompted me to '.c-k your valued 
I'on. The Ctmimillce will he very much obliged if you can provide us with informal ion on the following: 

(a) Dies have been esUiMishcd in all the Stales as a nodal agency at Ihe disirici level and c:icli DIC has a separate manager for credit 
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Year (1979-80 to 19S.TR .1) Number of units New nniis assisleo I .imit of credil san- Credii disburs’cd Amoum of credo 

:issisled (excluding ctioned outstanding, 

new units) 


(b) We would like to know which district among all has come out with the best performance, in your assessment, and what at e the factors 
that have made this possible? The performance of this district may be indicated as in the table given above. 

(e) I las any evaluaiion been made of the performance of the State Financial Corporations and Industrial povelopmcnl/Inhastiuelural 
(Orpoiations, 'villi spccilic reference to the dispersed industries? II so, a note on the lindings and cm' their pertormance may be sent 
to us. backed up with statistical and linancial details covering, inter niia, the lollowing; 

(Rs./lakhs) 


Year (1979-80 to I9SJ-84) 


Sanctions 

Number 


Disbursement Amount 


mount 





64 


'■'^'‘ 'he flifferent districts for 197S-1983 (yeaJ^vise) and what has been tiieir per- 
LSo Ss“rit^ kb i li v^n- ,?c the purview of llte village and small industries? f or example, small 

These TnduslJte; fol Ihe fedhandlooms, handicrafts, sericulture, service sector etc? What is the creidf plan for 

STnffeuct‘^c Cofea\ions.*^‘’”^^ Financial Corporations/Statc Industrial Develop- 

efenment’"'P Committees to review the district credit plan and the suggestions of the 

Government toi initiating remedial action wherever necessary may be elaborated. 

meTanV procedure adoptea so that all important functionaries dealing with credit are aware of the various program¬ 

mes and schemes being formulated and implemented from time to time? 

whh^e extent of sickness prevalent in the small scale industries? If so, the findings of the studies along 

with the progress of the margin money scheme being operated by the DlC may be sent. 

listed T?on^^th'your su^Tsfions* credit to the decentralised sector been identified? If so, the same may be 

'’P'"® implemented by the State Governments in addition to Central Programmes like IRD, DRI, etc., 
ana the mannei in which these have been integrated. 

d^tHct^'levels?"^ credit in your opinion what are the powers to be delegated to the different credit functionaries at the sub-office/ 

Tdminlsirat'ivT^anTo^^^^^^^^ may*™necc1«uy‘.^viggestion for streamlining 

fitateeasy'flfef^fefimayVe'’given’^'^®'’‘‘^®®”‘^‘®*''^® Industries, etc. should perform to faci- 

of a National Equity Fund? Give suggestions regarding organisational frame 
work, mode of finanemg and the manner of operation to enable the Committee to deliberate on this issue. 

throuXt'h/qmr-^'il?/^! ^ capital and special capital scheme of the IDBI being operated 

under the«e s.-hem'f.’cnna^rT'^'you have any suggestio.is for attracting greater flow of funds 
unaer inese schemes and the role envisaged for the State Governments? 

flnancifl/?nce^tiwl''b^f?ym^t* ‘t terms of ‘block’ as a unit for extension of 

Investm-nt Siibci/^w ran I T c''?® concessional finance facilities extended by term-lending institutions and Central 

wise sincp the innn«fi Subsidy) disbursed to units, ycarvvise may be given. This information may be supplied block- 

Zture of inrty^bP^ l tana ^ ‘I®*®®*")®"'of‘he level of industrial development that has taken place and the 

of artministrafPp Problems if any encountered in the process of disbursement including streamlining 

oi aammi.sirat.ve pioceduies may be highlighted. 

(q) A detailed note on any olhci issues related to the flow of credit wh'ch you may like the Committee to consider. 

^ ’’’^'“'^F'i'tion is sent to me in duplicate and a copy sent directly to the Member-Secretary 

OJ me committee by 15th November, 198.5. With regards, 

Yours sincerely 


(A. M. KHUSRO) 
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KEY TO ABBREVIATIONS 

NABARD — National Bank for Agriculture and Rural Development. 
IDBI — Industrial Development Bank of India. 

SCBs — State Cooperative Banks. 

DCCBs — District Central Cooperative Banks. 

PCBs — Primary Cooperative Banks. 

SFCs — State Financial Corporations. 

SIDCs — State Industrial Development Corporations. 

NSIC — National Small Industries Corporation. 

SLDBs — State Land Development Banks. 

PLDBs — Primary Land Development Banks. 

PACS — Primary Agricultural Credit Societies. 

FSS — Farmers Service Societies. 

LAMPS — Large-Sized Multipurpose Societies. 

PICBs — Primary Industrial Cooperative Banks. 
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ANNEXURE III 


Refinance assistance availed of by eligible Banks from NABARD Under Industries, Serviws and Baslaess component of IRDP for theptaiod 

1st January 1983 to SOth June. 1983 





State/Union Territory 





Industries 

Services 

Business 

Unclassified 

Total 

1. 

Andhra Pradesh 






9.94 

10.39 

11.47 

•• 

31.(X) 

2. 

Assam & Other N.E. 

States 





.. 

•• 


•• 

• * 

3. 

Bihar 






135.46 

114.40 

351.85 

95.90* 

697.61 

4. 

Gujarat 






1.49 

6.65 

3.73 

•• 

11.87 

5. 

Goa 







0.24 



0.24 

6. 

Haryana . 






•• 

1.32 

0.91 


2.23 

7. 

Himachal Pradesh 






•• 

•• 




8. 

Jammu & Kashmir 






• • 

•• 




9. 

Karnataka 






0.71 

0.73 

1.14 

•• 

258 

10. 

Kerala 






o.p 

0.64 

0.92 

•• 

1.81 

11. 

Maharashtra 






0.03 

•• 


•• 

0.03 

12. 

Madhya Pradesh 






1.83 

3.31 

•• 

•• 

5.14 

13. 

Orissa 






43.47 

14.15 

106.00 

.. 

163.62 

14. 

Pondicherry 






0.11 

0.30 

0.02 

•• 

0.43 

15. 

Punjab 






3.57 

4.19 

22.00 

•• 

30.64 

16. 

Rajasthan 






6.44 

10.93 

0.66 

13.93* 

31.96 

17. 

Uttar Pradesh . 






91.15 

114.40 

294.65 

•> 

500.20 

18. 

Tantil Nadu 






2.16 

6.13 

7.86 


16.15 

19. 

West Bengal 

• 

• 

• 



3.30 

0.91 

1.07 

•• 

5.20 




Total 




299.91 

288.77 

803.16 

109.83 

1501.67 


*Break up data are awaited. 


Source: NABARD 


ANNEXURE IV; 

Composite Loans sanctioned by SFCs/SIDCs/Banks and Refinanced by IDBI for the Years 1979-80 to 1982-83 (April—March) 

(Rs. in lakhs 


Name of the Institution 
SFCs/SIDCs/Banks 

1979-80 

1980-81 

1981-82 

1982-83 

Cumulative upto 
March. 1983 



No. 

Amount 

No. 

Amount 

No. 

Amount 

No. 

Amount 

No. 

Amount 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

APSFC 


10 

1.94 

69 

13.10 

3 

0.53 

56 

11.38 

138 

26.95 

AFC 



. . 

• • 


2 

0.13 

6 

0.40 

8 

0.53 

BSFC 

, 

• • 

•• 

•• 

•• 

51 

10.47 

286 

25.55 

337 

36.02 

DFC 


_ • • 


' • 

.. 

• • 

•• 

• • 

* • 


• * 

GSFC 





•• 

•• 


24 

0.83 

24 

0.83 

HFC 


84 

14.72 

104 

18.66 

29 

4.89 

14 

2.44 

231 

40.71 

HPFC 




. . 


4 

0.71 

7 

1.42 

11 

2.13 

JKSFC 


11 

1.25 

12 

1.08 

21 

4.34 

154 

21.53 

198 

28.50 


11—2 PC/ND/87 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

KASFC . 


. . 

36 

5.97 

50 

7.25 

122 

18.29 

208 

31.51 

KFC 





1 

0.25 

. • 


1 

0.25 

OSFC 

625 

37.83 

697 

29.41 

5656 

223.80 

1260 

91.32 

8238 

382.36 

MPFC 





22 

4.60 

61 

11.93 

83 

16.53 

PFC 

. . 




55 

11.89 

32 

6.77 

87 

18.66 

MSFC 

•. . 


95 

12.82 

134 

20.13 

263 

35.74 

492 

68.69 

RFC 


. . 

38 

1.92 

180 

36.06 

263 

36.66 

481 

74.71 

TIIC 

. - 


43 

8.03 

40 

7.96 

19 

3.84 

102 

19.83 

UPFC 

536 

103.49 

1721 

316.44 

3830 

542.40 

2474 

323.48 

8561 

1285.81 

WBFC 





46 

6.58 

615 

68.52 

661 

75.10 

Sikkim IDC 



. . 


9 

1.69 

5 

0.92 

14 

2.61 

Arunachal Pradesh IDFC 

. . 



. . 

. . 

. . 

5 

0.80 

5 

0.80 

PIPDIC . 



17 

1.46 

38 

4.86 

■ 70 

6.62 

125 

12.94 

Total SFCs/SIDCs 

1266 

159.23 

2832 

408.96 

10171 

888.54 

5736 

668.44 

20005 

2125.17 

Allahabad Bank . 



.. 


1 

0.15 

46 

46.75 

47 

46.90 

Andhra Bank 

510 

6.32 

321 

12.04 

424 

40.00 

331 

30.57 

1586 

88.93 

Bank of Baroda . 

46 

1.31 

100 

3.12 

58 

2.67 

157 

5.25 

361 

12.35 

Bank of India 

9 

1.10 

18 

0.71 

8 

0.55 

55 

6.67 

90 

9.03 

Bank of Maharashtra . 

1 

0.14 

1 

0.06 

7 

1.26 

29 

0.94 

38 

2.40 

Canara Bank 

2 

0.22 

7 

1.06 

12 

1.49 

7 

1.02 

28 

3.79 

Central Bank of India-. 

77 

4.29 

331 

18.58 

17 

2.61 

5 

0.70 

430 

26.18 

Dena Bank 

. . 

. . 

. * 

. * 

1 

0.03 

.. 

. . 

1 

0.03 

Corporation Bank 

3 

0.09 

14 

0.33 

2 

0.16 

• < 

• . 

19 

0.58 

Indian Bank 

2 

0.35 

3 

0.31 

36 

1.74 

463 

17.43 

504 

19.83 

Indian Overseas Bank . 

12 

1.30 

29 

3.55 

29 

2.43 

4 

0.30 

74 

7.58 

New Bank of India 

9 

1.11 

28 

4.28 

16 

2.25 

3 

0.70 

56 

8.34 

Oriental Bank of Com- 


. . 

. • 

*• 

. • 

. » 

. . 

, • 

, . 

, , 

merce. 

Punjab National Bank 

3 

0.08 

51 

4.86 

57 

6.68 

30 

2.40 

141 

14.02 

Punjab & Sind Bank . 




•• 

• • 

• • 


• • 

- . 

. > 

Syndicate Bank . 

46 

3.81 

289 

20.44 

636 

44.35 

947 

73.88 

1918 

142.48 

Union Bank of India . 

152 

9.02 

81 

8.25 

99 

14.12 

99 

13.67 

431 

45.06 

United Bank of India . 



• • 

•• 

1 

0.19 

1 

0.07 

2 

0.26 

United Commercial Bank 

2 

0.28 

1 

O.IO 


•> 

2 

0.40 

5 

0.78 

Vijaya Bank 




• • 

4 

0.39 

2 

0.35 

6 

0.74 

State Bank of India 

12 

0.98 

75 

4.06 

154 

9.51 

157 

• 12..54 

398 

27.09 

State Bank of Hyderabad 





29 

1.61 

467 

16.39 

496 

18.00 

State Bank of Bikaner & 




. . 


. . 


« • 

, » 


Jaipur. 

State Bank of Indore . 




•• 







State Bank of Mysore • 



4 

0.64 

16 

0.76 

7 

0.17 

27 

1.57 

State Bank of Patiala . 



1 

0.10 

23 

0.19 



24 

0.29 

State Bank of Saurashtra 







• • 




State Bank of Travancore 




‘ . 

7 

0.97 

1 

O-IO 

8 

1.07 

Other Hanks 

77 

67.64 

1137 

25.85 

5345 

103.86 

6729 

135.46 

13288 

332.81 

Total Banks . 

963 

98.04 

2491 

108.34 

6982 

237.97 

9542 

365.76 

19978 

810.11 

Guand Total . 

2229 

257.27 

5323 

517.30 

17153 

1126.51 

15278 

1034.20 

39983 

2935.28 








69 


ANNEXURE V 

Scheduled Commercial Banks—Advances to Small Scale Industries, 1974—82 

(No. of A/cs. in ’000) 
(Amt. in Rs. crores) 


As on Last Friday No. of accounts Balance outstanding (3) as % of Total (3) as % of value of 

priority sector advance production of SSI. 


1 


2 

3 

4 

5 

December, 1974 


224 

1017 

48 

11.0 

December, 1975 


269 

1147 

44 

10.4 

December, 1976 


397 

1421 

42 

11.5 

December, 1977 


477 

1703 

41 

11.9 

December, 1978 


558 

2156 

40 

13.7 

December, 1979 


681 

2633 

39 

12.2 

December, 1980 


794 

3136 

38 

11.2 

December, 1981 

. 

960 

3953 

37 

121 

December. 1982* 

. 

1044 

4433 

36 

12.7 

♦Provisional. 

Source: Reserve Bank of India, Bombay. 







ANNEXURE VI 

Supply of credit to industrial sector by scheduled commercial banks. 


(Rs. 

m lions) 



March 

1968 


June 

1979 

June 

1980 

June 

1981 

June 

1982 

June 

1983* 

1. 

Total bank credit (including food credit) 

30640 

159160 

191630 

213120 

258880 

297750 

354600 

2. 

Total outstanding bank credit to all industries 

20680 

76100 

89630 

102360 

133890 

151220 

179810 



(67.5) 

(47.7) 

(46.8) 

(48.0) 

(51.8) 

(50.8) 

(50.7) 

3. 

Outstanding credit to medium and large industries . 

18570 

57620 

66860 

77020 

99830 

112130 

134180 



(60.6) 

(36.1) 

(34.9) 

(36.1) 

(38.6) 

(37.7) 

(37.8) 

4. 

Outstanding credit to small scale industries 

2110 

18480 

22770 

25340 

34060 

39090 

45630 



(6.9) 

(11.6) 

(lt.9) 

(11.9) 

(13.2) 

(13.1) 

(12.9) 


♦Provisional. 

Figures in bracket indicate percentage to total: 

Source'. Report on Currency and Finance, 1981-82—RBI. 

Report on Currency and Finance, 1982-83—RBI. 
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ANNEXURE VII 

Loans and advances of scheduled commercial banks to Small Scale Industries 


—No. of units in thousands 
—Amt. in crores of rupees 


As at end December 


1979 

1980 

1981 

4t 

1982* 


No. of 
Units 

Amount 

No. of 
Units 

Amount 

No. of 
Units 

Amount 

No. of 
Units 

Amount 

1. village and cottage industries . 

296 

(43.5) 

51.44 

(1.9) 

346 

(43.6) 

69.38 

(2.2) 

432 

(45.0) 

98.42 

(2.5) 

439 

(41.8) 

109,85 

(2.5) 

2. Tiny sector units .... 

113 

(16.6) 

165.36 

(6.3) 

148 

(18.6) 

203.25 

(6.5) 

152 

(15.8) 

2W.74 

(5.3) 

156 

(14.9) 

249.79 

(5.6) 

3. Other small scale units 

272 

(39.9) 

2415.97 

(91.8) 

300 

(37.8) 

2863.85 

(91.3) 

377 

(39.2) 

3644.93 

(92.2) 

455 

(43.3) 

4104.68 

(91.9) 

4. Total loans and advances to small scale 
units. 

681 

(100.0) 

2632.77 

(100.0) 

794 

(100.0) 

3136.48 

(100.0) 

961 

(100.0) 

3953.09 

(100.0) 

1050 

(100.0) 

4464.32 

(lOO.O) 

•Provisional. 









Source; RBI. Bombay. 













ANNEXURE 

VIII 





State Financial Corporations—Assistance to VUIage & Small Industries 


(Period; Aprll-March) 







(Rs. in crores) 


Total Assistance Sanc¬ 
tioned 

SSI Assistance (Not 
SRTOs) 

%of 

column 

4 to 

column 2 

Total assis- SSI assis¬ 
tance disbu- tance (ex- 
rsed. eluding 

SRTOs) 

%of 

column 7 to 
column 8 


No. 

Amount 

No. 

Amount 


1 

2 

3 

4 

5 

6 7 

8 

1978-79 

9463 

200.73 

7248 

118.31 

58.9 

134.98 82.17 

60.9 

3t97Wg8 .... 

17816 

263.82 

15278 

166.30 

63.1 

184.75 114.08 

61.7 

^1990-81 .... 

28915 

370.54 

26447 

254.41 

68.7 

247.96 153.39 

61.9 

1981-82 . . 

32048 

509.56 

28178 

263.47 

71.3 

317.72 230-71 

66.3 

1982-83 .... 

33811 

590.20 

28510 

436.95 

74.0 

404.22 290.17 

71.8 

Cumulative upto end March 
1983. 

180674 

2919.69 

145877 

1872.82 

64.1 

2038.53 1276.37 

62.6 

Annual Average, rate of 
growth during 1978-79 to 
1982-83. 


48.51% 


67.33% 


49.86 % 63.28% 



Source: Report of Development Banidng in India 1982-83. 
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ANNEXURE IX 

Small Scale Industries: Outstanding Credit of Schedule Commercial Banks 



according to size of credit limit, June, 1981 







(Rs. in lakhs) 


Range of Credit Limit 

Total Credit 

Of which to SSI 

%age to total SSI 

1. 

Rs. 10,000 & less ....... 

3553,07 

117,95 

3.84 

2. 

Above Rs. 10,000 & upto Rs. 25,000 .... 

870,31 

151,21 

4.92 

3. 

Above Rs. 25,000 & upto Rs. 50,000 .... 

1294,49 

235,68 

7.68 

4. 

Above Rs, 50,000 & upto Rs. 1 lakh .... 

1435,55 

361,54 

11.78 

5. 

Above Rs. 1 lakh & upto Rs. 5 lakhs .... 

2960,35 

1119,10 

36.48 

6. 

Above Rs. 5 lakhs & upto Rs. 10 lakhs 

1210,28 

448,71 

14.62 

7. 

Above Rs. 10 lakhs & upto 25 lakhs .... 

1937,00 

370,18 

12.06 

8. 

Above Rs. 25 lakhs & upto Rs. 50 lakhs 

1196,28 

156,96 

5.11 

9. 

Above Rs. 50 lakhs & upto Rs. 1 crore 

1790,04 

33,06 

1.07 

10. 

Above Rs. 1 crore & upto Rs. 2 ciores 

1654,56 

34,87 

1.13 

11. 

Above Rs. 2 crores & upto Rs. 3 crores 

813,26 

6,93 

0.22 

12. 

Above Rs. 3 crores & upto Rs. 5 crores 

950,65 

9 

0.003 

13. 

Above Rs. 5 crores & upto Rs, 10 crores 

1025,22 

7,61 

0.24 

14. 

Above Rs. 10 crores. 

3487,42 

14,15 

0.46 

15. 

Composite Limit & unclassified ..... 

45,28 

9,74 

0.31 


Total . 

24874,76 

3067,78 

99.56 


Source: Basic Statistical Returns of Reserve Bank of India (Credit Planning Cell). 


ANNEXURE X 
List of Village Industries 


1. Bee-keeping. 

2. Cottage match, manufacture of fireworks and agarbatti. 

3. Cottage Pottery Industry. 

4. Cottage Soap Industry. 

5. Flaying, curing and tanning of hides and skins and Ancillary industries connected with the same and Cottage leather industry. 

6. Ghani Oil Industry. 

7. Handmade paper. 

8. Manufacture of cane gur & khandsari. 

9. Palmgur making and other palm product industry. 

10. Processing, packaging and marketing of cereals, pulses, spices, condiments, masalas, etc. 

11. Manufacture and use of manure, methane gas from cow dung and other waste products (such as flesh of dead animals, night soil, etc 

12. Lime stone, lime shell and other lime products. 

13. Manufacture of shellac. 

14. Collection of forest plants and fruits for medicinal purposes. 

15. Fruit and vegetable processing, preservation and canning, including pickles. 

16. Bamboo and cane work. 

17. Blacksmithy. 

12—2 PC/ND/87 
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Carpentiy. 

19. Fibre (other than coir). 

20. Manufacture of household utensils in aluminium. 

21. Manufacture of katha. 

22. Manufacture of gums and resins. 

23. Manufacture of Lokvastra. 

24. Manufacture of Poiyvastra. 

25. Processing of maize and ragi. 


ANNEXURE XI—A 

Borrowings of small-scale units according to type of organisation. 


(Rs. millions) 


Type of organi.sation 

Estimated distribution 
of units (Number) 

Institutional credit 
(Rs.) 

Non-institutional 

credit 

(Rs.) 

Total credit 

(Rs.) 

1. Proprietary .... 

159183 

2709.9 

737.7 

3447.6 


(68.23) 

(18.2) 

(12.0) 

(16.4) 

2. Partnership 

64717 

7623.3 

3837.6 

11460.9 


(27.74) 

(51.1) 

(62.5) 

(54.4) 

3. Private Limited Companies . 

7366 

3958.3 

1426.8 

5385.1 


(3.18) 

(26.5) 

(23.3) 

(25.6) 

4. Others ..... 

1955 

635.1 

134.7 

769.8 


(0.85) 

(4.2) 

(2.2) 

(3.6) 

Totai, 

233221 

14926.6 

6136.8 

21063.4 


(100.0) 

(100.0) 

(100.0) 

(100.0) 


Notes: 1. Figures in brackets are percentages to total. 
2. Data relate to the units assisted by banks. 


ANNEXURE Xi -B 


Distribution of the outstanding borrowings of the small -scale units according to the size of the original value of plant and machinery. 


Size of units in terms of investment in plant and 
machinery (Rs.) 

Percentage distribu¬ 
tion of units 

Total value of output 

Total employment 

Institutional loans* 

Less than 1,00,000 . 

89.0 

44.1 

61.0 

31.1 

1,00,000 -2,00,000 . 

5.0 

17.3 

11.7 

17.2 

2,00,000—5,00,000 . 

3.9 

18.3 

12.7 

22.7 

5,00,000—10,00.000 . 

1.8 

15.1 

'll. 8 

22.5 

Above 10,00.000 . 

0.3 

5.2 

2.8 

6.5 


100.0 

100.0 

100.0 

100.0 


*Institutional loans comprise the outstanding loans of the unit at the end of the latest accounting year owed to 

(I) Commercial banks, (2) Co-operative banks and societies, (3) Government, (4) State Financial Corporations, 

(5) National/State Small Industries Corporations, (6) State Industrial and Investment Corporations, and (7) Other Insti¬ 
tutional agencies not classified unde: the above categories. 

Soi/rce: Survey of Small-Scale Industrial Units, 1977—Reserve Bank of India, 

(Survey conducted during 1977-78). 
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ANNEXURE XII 

List of XXtl Broad Groups of [ndustrial Cooperatives (other than weavers’ societies) eligible for refinance from the Reserve Bank of India 

through the Cooperative Banks for production and marketing. 

I. Flaying and Tanning. 

II. Leather Goods. 

1. Footwear Making. 

2. Manufacture of other leather products. 

3. Artistic Leather Works. 

4. Cobblers and Charmaker. 

III. Pottery 

1. Pottery (including Village Pottery). 

2. Decorative Pottery. 

IV. Handpounding of Paddy and Cereals. 

V. Rice Mills including Flour Mills and Bakeries. 

VI. Oil Crushing. 

1. Village Oil (Ghani). 

2. Non-edible oil. 

VII. Palm Gur 

1. Palm Sugar 

2. Neera 

VIII. Cane Gur and Khandsari. 

1. Gur 

2. Khandsari 

IX. Canning of Fruits and Vegetables 

X. Manufacturing and Processing of Agricultural and Marine Products and Forest Produce including Beverage Industries. 

XI. Other Village Industries. 

1. Carpentry and Blacksmithy. 

2. Bee-Keeping. 

3. Honey and Honey .Products. 

4. Hand-made Paper 

5. Fibre and Rope Industry 

6. Cottage Match. 

7. Miscellaneous Village Industries. 

(i) Kuteer Gramodyog. 

(ii) Haddi Khad. 

XII. Handicraft Industries. 

1. Applique Workers. 

2. Bangle and Beads. 

3. Bidri 

4. Cane and Bamboo. 

5. Carpets, Druggets, Cables and Floor Coverings (Artistic other than Coir). 

6. Hand Printing and Dyeing. 

7. Embroidery. 

8. Jewellery, Fiiligree work. Gold and Silver Wares. 
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9. iron, Shell and Horn Works. 

10. Churl Utpadak. 

11. Musical Instnimenls, 

12. Stone Carving. 

13. Toys and Dolls. 

14. Wooden Combs. 

15. Traditional Artistic Weaving. 

16. Artistic Fibre, Grass and Leaf Products. 

17. Papier Machine. 

18. Artistic Wood Works. 

19. Basket Making 

20. Mat Making, 

21. Broom Making. 

22. Ornaments Making. 

23. Art Plate Manufacture. 

24. Kankan Making. 

25. Fine Arts and Crafts. 

26. Jari Work. 

27. Calico Printing. 

28. Lac and Lacquer Ware. 

XIII. General Engineering 

1. Umbrella Handles. 

2. Tasar. 

3. Conduit Pipe manufacture. 

4. Foundries. 

5. Non-ferrous Metal works. 

6. Steel trunks. 

7. Sheet Metal Work. 

8. Locks. 

9 . Cutlery. 

10. Metal Rolling. 

11 . Hardware. 

12. Aluminium Goods. 

13. Bostal Seals. 

14. Brass Copper and Bell Metal Works 

15. Agricultural Implements. 

16. Sewing machines. 

17. Beam Scales. 

18. Electrical Accessories. 

19. Radio Accessories. 

20. Motor Parts manufacture. 

21. Bicycle Parts manufacture. 

22. Brush making. 

23. Mechanical toys. 

24. Tin Smithy. 

25. Tools manufacture. 
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J.(). Assembly Works. 

27. Scientific Apparatus. 

XIV. Chemical Engineering and Chemical Industries 

1. Match Factories, Fire Works. 

2. Pharmaceuticals. 

3. Soap Making. 

4. Perfumery. 

5. Dhoop 

0. Boot Polish. 

7. Ink Manufacture. 

8. Salt 

9. Soda 

10. Glassware 

11. Rubber Goods. 

12. Plastic Goods. 

XV. Construction Materials 

1. Stone Crushing. 

2. Quarrying. 

3. Concrete goods. 

4. Bricks and Tiles. 

5. Marble works. 

6. Lime 

XVI. Sericulture 

XVII. Coir 

XVIII. Spinners’ Societies. 

XIX. Cotton Textiles and other Textiles. 

XX. Printing, Book-binding and Lithography. 

XXL Saw Mills, Wood Work and Furniture and Fixtures. 

XXII. Miscellaneous Industries 

1. Cement Workers. 

2. Bidi Making. 

3. Apphalam Making. 

4. Straw Packing. 

5. Braiding 

6. Stationery 

7. Card Boards 

8. Other Paper Products 

9. Button Manufacture. 

10. Sports Goods. 

11. Plywood Making. 

12. Katha Manufacturing. 

13. Leather Workers. 

14. Metal Workers. 

15. Mine Workers. 

16. Women’s Societies. 

17. Harijan Welfare. 

18. Hosiery. 

19. Garment Making. 

20. Knitting and Tailoring. 

21. Cutting and Polishing of Real and Artificial Gems and stones. 
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ANNEXURE XIV 



Equity 

,\ssistaiice 




SFCs—Trends in 

Special Capital Assistance 




(Amount Rs. in crores) 

Year 


Special capital raised Assistance sanctioned 

Assistance 

disbursed 

1977-78 


2.21 


0.46 

0.09 

1978-79 


0.13 


0.87 

0.30 

1979-80 


0.52 


1 .68 

0.68 

1980-81 


2 81 


1.71 

1.42 

1981-82 


0-90 


3.25 

1.54 

1982-83 


1.05 


2.70 

1.71 

1983-84 


0.25 


3.04 

1.68 

Cumulative uplo end of March, 1984 ..... 

15.27 


14.22 

7.63 

Source: IDBI-- 

-Report on Development Banking in India—1983-84. 





ANNEXURE XV 





Sanction and Disbursement under the Seed Capital Scheme- 

-IDBI 








(Rs. in lakhs) 

Year 

Receipt of Applications 


Sanctions 

Disbursement 


No. 

Amount 

No. 

Amount Amount 

Sept. 1976— 
Dec. 1978 

. 62 

202.07 

38 

130.15 26.34 

Jan-Dec. 1979 

. 43 

190.82 

33 

141.26 87.54 

Jan-Dec. 1980 

. 53 

201.65 

46 

168.14 13'.20 

Jan-Dec. 1981 

. 82 

519.57 

59 

266.79 101.84 

Jan-Dec. 1982 

. 129 

1161.82 

81 

64529 238.95 

Jan-June 1983 

. 87 

701.76 

69 

504.92 290.30 

July-1983— 
June 1984 

. NA 

NA 

142 

1170.00 760.00 


Total 456 

2977.69 

468 

3026.55 1642.17 


Source: I.D.B.I. 
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ANNEXURE XVI 

State Bank of India Equity Fund Scheme (EFS) {Cumuiative Figures) 


(Rs. in 1, 


Year 

No. of units 
assisted 

Loans under 
E.F.S. 

Other Ioan.s 
from the Bank 
to the assisted 
units 

Aggregated pro¬ 
ject outlay of the 
assisted units 

Dec. ’79 . 

83 

23.8 

206 

269 

Dec. 80 ... . 

235 

75.7 

555 

745 

Dec. 81 ... . 

416 

153,3 

1131 

1713 

Dec. 82 ... . 

622 

210.0 

N.A, 

2210 

Dec. ’83 . 

764 

280.0 

N.A. 

3000 


Source: State Bank of India. 
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